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TAXATION IN FRANCE' 


CARL S. SHOUP * 


HIS paper attempts to describe and 
in part evaluate recent develop- 
ments in French taxation. It assumes 
that the tax system of France, like that 
of any other country, can be under- 
stood only in the light of its economic 
and social environment. Some basic 
facts about the French economy and 
government may therefore be presented 
as an introduction. 


ECONOMIC AND POLITICAL 
BACKGROUND 


France is a nation of some 44 million 
people, slightly more than one-fourth 
the size of the United States. Its popu- 
lation is growing at the rate of approxi- 
mately 4/Sths of 1 per cent a year.’ 


* The author is Professor of Economics at Colum- 
bia University. 


1 Based on a paper presented at a meeting of the 
United States section of the International Institute of 
Public Finance, at Columbia University, April 29-30, 
1955. Much of the information given here was ob- 
tained during a year in France, 1953-54, on a Ful- 
bright teaching fellowship. The author is indebted 
to many individuals in public finance circles in 
France, particularly to Professor Henry Laufenburger 
under whose sponsorship the Fulbright lectures were 
given at the Universities of Paris and Strasbourg. 
Professor Laufenburger occupies the chair of public 
finance in the Faculty of Law at the University of 
Paris; he succeeded the late Gaston Jéze in that post 
in 1937. 


2 Louis Henry, “ La situation démographique de la 
France”, La France Economique en 1952 (Sirey, 


Paris). 


The country is considerably less incus- 
trialized than Great Britain or the 
United States. About 30 per cent of 
the working force is engaged in agricul- 
ture.* The role of the small business 
proprietor vis-’-vis the wage earner is 
unusually important. Of a working 
force of 19 million in 1949, nearly 8 
million were self-employed, either out- 
side agriculture (over 3 million) or as 
farmers and working members of their 
families (4.5 million) .* 

France is a unitary state, not a fed- 
eration like the United States or Ger- 
many; power is highly centralized in 
the national and local 
units (departments, cities, towns, vil- 
lages) have little freedom of action. 


government, 


The government of France, like that 
of Great Britain, is parliamentary; that 
is to say, those who head the executive 
branch of the government are, at the 
same time, members of the legislature, 


3 Georges Rottier, “ The French Economic Prob- 
lem,” in Lloyds Bank Review, July, 1954, p. 25. 
See also Bertrand de Jouvenal, “Some Facts about 
the French Economy,” Westminster Bank Review, 
November, 1953, citing Bulletin Mensuel de Statis- 
tique, Supplément Trimestriel, October-December, 
1952. In the United States, out of a total of 67.8 
million persons in the labor force, April 3-9, 1955, 
U. S. Dept. of 
Reports, Labor 


6.2 million were in agriculture. 
Commerce, Current Population 


Force, May, 1955. 


4 Rottier, loc. cit., p. 25. 
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and they are dependent on a majority in 
parliament for their tenure of office. In 
the United States, on the contrary, 
members of the executive branch are 
not members of Congress; and the 
president is assured of a fixed term of 
four years, with the possibility of re- 
election for a second term. The role of 
France’s president is largely decorative. 

But France resembles the United 
States, and contrasts with Great Britain, 
in that parliament, like Congress, often 
makes substantial changes in the ex- 
penditure and taxation programs sub- 
mitted by the executive body. In 
Great Britain, parliament has limited 
the extent to which its members can 
suggest modification of the govern- 
ment’s fiscal projects. In France, the 
government’s budget, including its tax 
program, is often extensively altered, 
first by the powerful finance commit- 
tees of parliament, and, second, by 
parliament itself. 

Thus the French executive has neither 
assurance of a fixed term of life, nor the 
prospect, during this uncertain tenure, 
that its public finance program will be 
passed without inconsistencies or im- 
pairments. 

To be sure, there has been a tendency 
in recent years to give the executive 
power to carry through tax reforms by 
allowing the law to be altered, within 
limits, by decree. Important changes 
in the tax system have been made un- 
der such authorization by decrees issued 
in 1948, 1953, 1954, and 1955.° Es- 
sentially, however, the executive re- 
mains at the mercy of parliament, even 
to the smallest details of tax reform. 


5 Henry Laufenburger, “ Technical and Political 
Aspects of Reform in France,”’ National Tax Journal, 
September, 1953, p. 274; Paul Coulbois, “ Chronique 
de législation fiscale: les textes fiscaux du troisitme 
trimestre 1954,” Rev. de Sci. et de Légis. Fin., Jan- 


uary-March, 1955, p. 198: “Réforme fiscale: Ex- 
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THE OLD AND THE NEW IN FRENCH 
TAXATION 


The French tax system as it exists to- 
day raises questions that can be an- 
swered only by reference to the past. 
To a greater degree than in the United 
States, Great Britain, or Germany, tax- 
ation in France seems to reflect ideas 
and practices of the 19th century or 
even earlier periods. 


The Nineteenth Century System 
Retains a Place 


The 19th-century French tax system 
represented a reaction against the dis- 
crimination and favoritism practiced 
under the ancien régime. Discrimina- 
tion and favoritism, as developed by 
corrupt tax officials, are highly “ per- 
sonal” actions: A’s tax is arbitrarily 
raised, B’s lowered. The French Revo- 
lution sought a guarantee against such 
practices in an impersonal (or perhaps 
nonpersonal) system. Taxes were to be 
based on easily ascertainable criteria 
which could be observed by any intelli- 
gent official, without recourse to the 
taxpayer himself; and the taxpayer 
could readily demonstrate the existence 
of discrimination, if any were at- 
tempted. At the same time, under the 
influence of the Physiocratic doctrine, 
indirect taxation was to be avoided if 
possible. An agricultural real estate tax 
computed by applying to the area of 
the land certain per-unit values varying 
with type of culture and location; a 
business tax based on number of em- 
ployees, and certain other factors not 
too difficult to count or value; a tax on 
rental value of dwellings; and a tax on 
doors and windows: these were the four 
new direct taxes introduced by the 
Revolution. Shortly afterwards finan- 
cial pressures forced resort to excises, 


posé des motifs,” Journal Officiel, May 3, 1955, 


pp. 4371 ff. 
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stamp duties, and other forms of indi- 
rect taxation; but as late as 1800, 64 
per cent of tax revenue came from the 
four “ direct” taxes just named.° 

To some degree, the explanation just 
given for use of this kind of direct tax- 
ation, in place of a true income tax or 
net worth tax, represents a rationaliza- 
tion by interested parties. Political 
power in France, for some time after 
1815, was in the hands of returned 
émigres, then passed to the wealthy 
business community. Universal man- 
hood suffrage did not become perma- 
nently established on an effective basis 
until 1871 (women’s suffrage not until 
1945), and one of its consequences was 
a growing pressure for taxes of a kind 
that would take less from the poor. 
The pressure was the greater, no doubt, 
in view of the steady drift away from 
even the elementary forms of direct 
taxation during the 19th century; by 
1907, for instance, of a total of 2,800 
million francs of national tax revenue, 
almost 900 million came from registra- 
tion taxes on legal documents (includ- 
ing inheritance taxes) and stamp and 
security-transfer taxes, while customs 
duties supplied another 500 million 
francs, and miscellaneous indirect taxes 
—including sugar taxes—nearly 800 
million francs. Slightly less than 700 
million francs was obtained from the 
four direct taxes mentioned above, and 
a tax on income from securities intro- 
duced in 1872. Gross receipts of mo- 
nopolies supplied another 900 million 
francs.’ 


6 See the summary of taxation under the ancien 
régime and the Revolution by Louis Trotabas, Précis 
de Science et Législation Financidres, (onziome édi 
tion, Paris: Dalloz, 1953), pp. 189 ff. 


7 Robert M. Haig, The Public Finances of Post 
War France, (New York: Columbia University Press, 
1929), p. 5. 
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The individual income tax that fi- 
nally emerged by 1917 reflected a com- 
promise between the proponents of per- 
sonal and impersonal taxation. The tax 
was a two-layer structure. The first 
layer was a series of proportional-rate 
schedular taxes on real estate rentals, 
agricultural profits, professional income, 
business profits (including those of cor- 
porations), income from securities, and 
salaries and wages, all without impor- 
tant allowances for differences in family 
status. On top of these schedular taxes 
there was imposed a _progressive-rate 
surtax based on the total net income of 
the individual, giving recognition to 
family status, and to certain general de- 
ductions not logically applicable against 
any one source of income.® 

In 1948 the schedular taxes were in 
principle merged into one normal tax at 
a uniform rate of 18 per cent. How- 
ever, there remain a number of special 
low rates or exemptions for various 
types of income, and in the computa- 
tion of the tax base many elements of 
the impersonal approach of the nine- 
teenth century (Moreover, 
wage and salary income is no longer 
subject to this tax, for reasons to be 
given below.) Against the aggregate 
of the taxpayer’s income for this pro- 
portional tax, there is allowed a van- 
ishing exemption; and the tax itself is 
reduced by a certain amount according 
to the number of children.” 

Until 1948 the French income tax 
system contained no separate tax on 
corporations. 


persist. 


Corporate income was 
subject to the proportional-rate schedu- 
lar tax on business profits, which ap- 
plied also to the income of partnerships 


8 For details, see Haig, op. cit., pp. 9-37. 


9 For details, see ¢.g., Trotabas, op. cif., 


223. 


207- 


pp 
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and individual proprietorships. In ad- 
dition, corporate dividends were taxed 
under another one of the schedular 
taxes: the tax on income from secur- 
ities. Thus distributed corporate prof- 
its were, even then, subject to extra tax. 


The corporation income tax, intro- 
duced in 1948, replaced the schedular 
tax on business profits so far as corpo- 
rations were concerned; dividends re- 
mained subject to the proportional-rate 
tax in the hands of individual stock- 
holders. The replacement was signifi- 
cant, however, for it was followed by 
an increase in the rate of tax. Initially 
the corporation income tax was set at 
24 per cent, but in 1950 an additional 
tax of 10 per cent was imposed on un- 
distributed profits. Shortly thereafter 
the undistributed profits tax was re- 
pealed, and the rate of the corporation 
income tax moved up to 34 per cent; in 
effect, the extra 10 points of tax were 
now applied to distributed profits as 
well. In 1954 the rate again was raised 
to 36 per cent to recoup part of the 
revenue that was to be lost under an 
amendment to the value-added tax that 
granted full deduction for purchase of 
investment goods.” In 1955 the cor- 
poration tax rate was xaised to 38 per 
cent, again to offset part of the revenue 
loss arising from a further reduction of 
the indirect tax burden.” 


The significance of the new corpora- 
tion tax is enhanced by the fact that, in 
general, any partnership now has the 
option of being considered a corpora- 
tion for income tax purposes. 


10H. Krier, “ Les finances publiques et la rénova- 
tion des structures économiques,” Revue de Science 
et de Législation Financidres, January-March, 1955, 
p. 174. 


11 Journal Officiel, May 3, 1955, pp. 4371-72. 
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France as Innovator in Taxation 


The tax systems of the Western 
world have been transformed over the 
forty-year period starting with the out- 
break of World War I. In that trans- 
formation France has played, and is still 
playing, a leading role as innovator. 

Her first major contribution was the 
general sales tax, adopted in 1919 under 
the pressure of postwar financial needs. 
Precedents for this tax can be found in 
earlier times, and Germany had already 
enacted its wartime Umsatzsteuer, but 
France can be said to share with Ger- 
many the achievement of demonstrat- 
ing that the general turnover tax is 
workable as a peacetime fiscal measure. 

Combination of the gift tax and 
death tax into one unified impost with 
a single progressive rate scale was 
achieved by France in 1942. 

Split-income treatment of families 
under the individual income tax was 
initiated by France in 1945, three years 
ahead of the United States. Moveover, 
the French system of splitting goes far- 
ther: each child counts as one-half, so 
that a married couple with two chil- 
dren, for instance, may split their in- 
come into three equal parts for surtax 
computation. 

The latest innovation is the value- 
added tax. Its emergence in France il- 
lustrates the process by which a sort of 
continuing ferment of improvisation 
now and then gives rise to an invention 
of the first order. Up to 1948 the 
French production tax was imposed on 
the final manufacturer who sold the 
finished commodity to the wholesaler. 
Hard pressed for money, the Treasury 
conceived the idea of transforming this 
into a tax of fractional payments: let 
each manufacturer all along the line, 
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from raw material to finished commod- 
ity, pay a part of the tax. By moving 
to this system, an increase in tax rev- 
enue, nonrecurring of course, could be 
gained in the period of transition. 
Once the new system was installed, it 
was seen that refinements were needed 
to eliminate unnecessary discrimination 
—and the result is now something that 
closely approximates a true value-added 
tax on manufacturing. 


SPECIAL FORCES WORKING ON THE 
FRENCH TAX SYSTEM 


As already noted, a tax system can 
be understood only in the light of the 
special forces—social, political, and eco- 
nomic—that have played on it for dec- 
ades, and even centuries. Two such 
forces have been mentioned: the rising 
political power of the workingman and 
the small farmer under universal man- 
hood suffrage, and the financial de- 
mands of war and_ reconstruction. 
Others will now be discussed in some 
detail. 


Inflation 


Inflation on a large scale, as France 
has known it almost without interrup- 
tion since 1914, is not only a substitute 
for taxation; it also distorts the tax sys- 
tem. As the price level rises, progres- 
sive rate scales no longer reflect what 
the legislature originally intended. The 
personal exemptions fall in real value. 
Inventory profits of business firms, 
which must be reinvested if the physi- 
cal level of production is to be main- 
tained, are drained away by the income 
tax, and many firms find themselves 
short of working capital. Capital gains 
of a monetary nature indicating little 
or no real gain are taxed; and holders 
of money and bonds are allowed no de- 
duction for their real, though non- 
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monetary, capital losses. Complaints 
against these injustices and impairments 
of productivity swamp the executive 
and legislature; the tax system gets 
patched up here and there; but the 
tempo of inflation is so great that a 
patch at one spot today appears incon- 
sistent with one elsewhere tomorrow. 
Soon the system takes on a jerry-built 
appearance, then passes to a stage where 
it is a labyrinth of amendments and 
provisional rectifications that endure 
for decades, while elaborate comprehen- 
sive reform projects, laboriously drafted 
in the course of a year or so, are obsolete 
by the time they are presented to the 
legislature. 

All these effects of inflation on the 
tax system are visible in France today. 
Over the past forty years, France has 
experienced an inflation that has pushed 
prices to a level 200 times that of 1914. 

One of the most striking effects has 
been a deformation of the proportional- 
rate section of the individual income 
tax by the exclusion of salaries and 
wages from that part of the tax. From 
1917 to 1940, salaries and wages were 
subject to the proportional (then, 
schedular) part of the income tax, like 
other revenues, except that it was the 
employer, not the employee, who filed a 
return with the tax authorities showing 
the amount received by the employee. 
Information at source thus took the 
place of filing by the taxpayer. From 
1940 to 1948 the schedular tax was 
withheld at the source on salaries and 
wages. The year 1948 found France 
grappling with social disorganization 
caused by inflation; wages were con- 
trolled, wage-earners demanded an in- 
crease in the wage that could be legally 
paid, and parliament was unwilling to 
add to the inflation “ push,” so it com- 
promised by decreeing that henceforth, 
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“ provisionally,” the employers should 
pay the employees’ proportional tax, 
without deducting it from wages; and, 
just to simplify it all, this employer 
payment was set uniformly at 5 per 
cent of gross wages, that is, without 
taking account of family status, and 
without any basic exemption.'* The 
tax rate had been 15 per cent for this 
schedular tax, with a basic exemption 
and tax credits for children. 

In summary: wages were not raised; 
they were exempted from the propor- 
tional income tax but not from the sur- 
tax; and a § per cent payroll tax was 
introduced. Seven years later, this pro- 
visional measure is still in force, and 
seems to be accepted as a permanent 
part of the tax system. There is little 
discussion of the question, where do the 
employers get the money to pay the § 
per cent payroll tax? 

Nonfiscal Aims of the Tax System 

It is an old story that scarcely any- 
one wants to refrain from using the tax 
system to attain nonfiscal ends (least of 
all, the protectionists), but there is 
nearly always a cost of some sort, in the 
form of greater administrative diffi- 
culty, irritation of taxpayers, or impair- 
ment of enterprise. And whenever 
outright exemption of one kind or an- 
other, or an especially low tax rate, is 
granted to one group, the remaining 
body of taxpayers almost always has to 
make up the loss in revenue. This ob- 
servation seems to have little force when 
the exemption or low rate applies to 
only a few taxpayers, resulting in a 
But as the years 
pass, and the exemptions and low-rate 


minute revenue loss. 


12See Trotabas, op. cit., pp. Laufen- 


burger, loc. cit., p. 28. 


217-18, 
The government pays a 
similar tax, on salaries of its employees. The rate is 


5 per cent on government pensions. 
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regimes multiply, the cumulative effect 
becomes apparent. Tax rates are higher 
than they otherwise would have been. 
The tax law is a morass of detail; a 
simple income tax return-form becomes 
impossible. Only the tax administrator 
can compute the amount of tax due. 
To the taxpayer, the duty of supplying 
merely the information on incomes, 
sales, etc., from which the tax is to be 
computed, in the detail required by the 
network of exemptions and_ special 
rates, becomes a recurrent nightmare. 

The French tax system, to a far 
greater degree than that of Great Brit- 
ain and perhaps even more than that of 
the United States under the 1954 Code, 
has been infiltrated by special provi- 
sions of this kind. A glance at the in- 
come tax form supports this statement. 
Another example is furnished by an 
amendment to the value-added tax in 
1954: a major reform had been achieved 
by allowing full deduction of the cost 
of capital goods bought from other 
firms in computing value added by the 
business firm in question; but the legis- 
lator left with the executive the power 
to withdraw this détaxation of invest- 
ment spending in any particular case, in 
order, it was said, to avoid encouraging 
investments that were not in the na- 
tional interest.'® 

But this, of course, is all a matter of 
value judgment. If a workable tax sys- 
tem, reasonably free from inconsist- 
encies and injustices, is viewed as being 
of much less importance than the ag- 
gregate of these nonfiscal goals, and if 
other ways of reaching the goals are 
considered quite undesirable, Parliament 
has made its choice rationally. The 


13 Krier, op. cit., p. 173. 
éral de la détaxation des investissements risque d’en- 
courager tous les 


", .. le caractére gén- 


indifféremment investissements, 


re a , 
quel que soit leur intérét pour l'économie na- 


tionale; 2 
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professional interests of the public fi- 
nance scholar will still lead him to ex- 
press dismay at the consequences of this 
policy for the tax system; and, in fact, 
he usually will have grounds for sus- 
pecting that the legislature’s actions 
were taken without much comprehen- 
sion of the cost to the tax system and 
hence to the fiscal power of the govern- 
ment and the sense of civic responsibil- 
ity of the taxpayer. 


Civic Attitude toward Taxation 


Casual conversation in France turns 
more readily to tax evasion than in the 
United States or Great Britain, and the 
Frenchman who tells about his attempts 
at evasion, successful or unsuccessful, 
does so with a matter-of-fact air that is 
disconcerting to the American observer. 
The inference is drawn that the French 
taxpayer lacks civic morality, compared 
with his counterpart in the other two 
countries. The following statements 
may explain this lack. 

Some of the old French families of 
wealth and standing, it is said, have 
never really accepted the French Revo- 
lution, and consider the progressive sur- 
tax to be just one more attempt to 
fasten the new regime irrevocably on 
France. The small merchant, and 
above all the industrial worker, believe 
that the aims of the Revolution have 
been betrayed by the propertied classes, 
who are using the tax system (general 
sales tax, proportional-rate income tax) 
as a means of repression. The small 
agriculturalist, distrusting all govern- 
ment, conscious of his political power 
and given to the hoarding of gold, sees 
no point in voting for any taxes at all. 
And the history books still relate the 
cruel exactions of the tax farmers of 
the ancien régime. Each thus believes 
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himself excused, if not justified, in do- 
ing what he can to escape the tax col- 
lector. Tax evasion, in this view, is a 
product of deep social cleavages. 

The explanation is a plausible one, 
but it is subject to certain serious reser- 
vations. 

First, even if those who talk freely 
about their attempt at tax evasion are 
in some sense typical (and this is not 
certain), there are many who do not 
talk this way. In any case, it seems 
likely that the ratio of talk to action, in 
tax evasion, is lower in the United 
States than in France, and lower still in 
Great Britain. A little quizzing of 
British taxpayers or tax officials will in- 
dicate that appreciable evasion exists 
even there, though doubtless not on the 
scale observed in France. As to a com- 
parison with the United States: the 
revelation of corruption among the 
very highest tax officials that rocked the 
Federal administration a few years ago, 
a corruption, it must remembered, that 
reflected attempts at bribery by wealthy 
taxpayers, has not been matched in 
France. 

Second, the French taxpayer and ad- 
ministrator have had to work with a 
system which has been warped steadily 
into injustice by inflation. Would Brit- 
ish and American taxpayers, faced with 
such gross inequities, have paid their 
taxes readily? The root of the trouble 
may be found in those factors that al- 
lowed immense inflation (the French 
legislator, or the French political sys- 
tem, or the effects, on both, of two 
enemy occupations within forty years), 
rather than with the French citizen. 
Tax evasion, to be sure, helps fuel in- 
flation; but the chief causes of the 
French inflation are to be sought else- 
where. In any event, the demoralizing 





332 


effect of inflation is not to be under- 
estimated."* 

Third, there is no general tendency in 
France to take monetary obligations 
lightly; quite the contrary. The 
French have been less willing to resort 
to bankruptcy than Americans; and 
during the depression of the 1930’s the 
French banking system came through 
virtually undamaged, in relation to that 
in the United States or Switzerland, 
for example.’® 

However caused, a certain lack of 
civic responsibility with respect to tax- 
ation does constitute a significant fea- 
ture of the background to French pub- 
lic finance, even though it may have 
less importance than commonly as- 
sumed, 


The Tax Administration 


The French tax system remained es- 
sentially unaltered for a long period 
prior to the first World War. In con- 
sequence, there developed a tax admin- 
istrative bureaucracy well set in its 
ways and confident of its capacity to 
meet any problem. 

From the time of the French Revolu- 
tion to the mid-twentieth century, the 
task of tax administration had been di- 
vided among four divisions, or bureaus: 
the bureau of direct taxes, the bureau 
of indirect taxes, the customs bureau, 
and the bureau of registration and 

14 The 
hundred years of stability, was utterly demoralizing 
in a society whose greatest 


thrift.” David Landes, “ French Business and the 
Businessman: 


“collapse of the franc, after over one 


economic virtue was 
A Social and Cultural Analysis,” in 
Modern France, E. M. Earle, ed., (Princeton: 1951), 
p. 339, 


15 [hid., p. 336, note 8, 


16 Joseph Hamel, Droit des affaires, Institut 
d'Etudes Politiques, Université de Paris, 1952-1953 
(lectures), Fascicule Il, pp. 245-8, Les Cours de 
Droit, Paris. 
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stamp taxes and public domain. 

These bureaus became self-sufficient, 
exchanging little or no information 
with each other, and disinclined to ask 
for advice from the outside. Taxpayers 
were harassed by multiple inspection of 
their books. Each tax bureau became 
conscious of its own importance, and 
resisted proposals that would diminish 
the role played by the particular taxes 
under its jurisdiction. This sense of 
autonomy was strengthened by unions 
of tax officials in the several divisions. 
The personnel, able technicians, devel- 
oped a taste for complicated refinements 
(uncharitably, refined complications) . 

Under the pressure of new tax meas- 
ures during and after the first World 
War, the direct tax bureau and the in- 
direct tax bureau gained, in relative im- 
portance, at the expense of registration 
and customs. Still, the quadripartite 
division of responsibility remained a 
serious problem. 

To eliminate inefficiences of adminis- 
tration and undue pressure on tax pol- 
icy arising from these almost autono- 
mous groups of tax officials, the French 
executive, acting under general powers 
granted by a law of 1947, enacted by 
decree in 1948 a sweeping reorganiza- 
tion that combined under one bureau 
the general-coverage internal revenue 
taxes: the income tax system, and the 
sales tax system. This bureau, the Di- 
rection Générale des Impéts, also in- 
cludes as a subdivision the formerly in- 
dependent bureau of registration and 
stamp taxes; management of public do- 
main was given to a separate, newly 
created bureau. The customs bureau 
was merged with what was left of the 
indirect tax bureau—excise taxes only."” 

17 Georges Morange, “Chronique de Législation 


Fiscale,” Revue de Science et de Législation Finan- 
ciéres, July-September, 1948, pp. 343 ff. 
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While two earlier experiments in 
consolidating the four bureaus have 
been abandoned,’* the present effort 
seems more likely to succeed. 

This reform in turn facilitated an- 
other: creation of the all-purpose tax 
inspector, the polyvalent. The poly- 
valent (there were about 300 of them 
in 1954) is trained to deal, not with 
one or a few particular taxes, but with 
one or a few particular lines of busi- 
ness. He becomes an expert in the fur 
industry; and when he audits the books 
of a dealer in furs, he looks for evasion 
of any and all taxes: income, sales, 
death and gift, and so on. 

What impact have these reforms had 
on French tax administration? The 


evidence is conflicting. The emotional 
identity of the old branches still seems 
to pervade the superficially united ad- 


ministration. The polyvalents, many of 
them new to tax administration, have 
not always been welcomed by the old- 
line specialists in this or that tax. 
Moreover, the executive and parliament 
have shown themselves unwilling to 
support the new system of more rigor- 
ous enforcement in the face of tax- 
payers’ protests; the author is informed 
that the Poujade tax revolt of early 
1955 resulted in the departure from the 
Direction Générale of two top-level of- 
ficials who had been prime movers in 
the new administrative developments, 
and that the polyvalent system itself is 
being abolished. 

To this extent, no optimism is justi- 
fied with respect to improvement in tax 
administration in France. However, in 
assessing the long-run prospects, the 
short-run nature of some of the handi- 
caps now facing the tax administrator 
must be noted. They arise chiefly from 


18 lbid., pp 343-44, 
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the war and the occupation. During 
that period, many tax inspectors were 
drawn off to enforce price controls, and 
more taxpayers’ books went unaudited. 
The regime of the occupation was no 
encouragement to the cultivation of 
habits of honesty and openness in civic 
matters. 

Certain technical improvements are 
observable. There is now one uniform 
set of rules for determining the figure 
of total sales (chiffre d'affaires) of the 
taxpayer, whatever the tax purpose: for 
the retail sales tax, for use as an estimat- 
ing base under the forfait regime for 
the income tax, and so on. There re- 
main such goals as uniformity in rules 
of promotion within the service, in 
salary scales and retirement provisions, 
and so on, for the employees of the 
formerly independent bureaus. One 
training school, one type of examination 
for candidates for permanent posts, have 
been instituted within the Direction 
Générale. A glance at the textbook 
that has been formulated especially for 
the training course in administration of 
the sales taxes reveals a formidable 
amount of information that must be 
mastered by the would-be junior tax 
official. 

Unified administration at the lower 
geographic levels (branch offices of the 
national tax administration) has neces- 
sarily proceeded more slowly than at the 
center. It is a sizable task, merely in 
the physical sense, to assemble, for ex- 
ample, in one folder, labeled “ Tax- 
payer X”, information on sales, pur- 
chases, gifts made, real property 
transferred, and so on, hitherto scattered 
among the separate folders for Taxpayer 
X maintained by the former tax 
bureaus, often in different branch loca- 
tions. 
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Judicial Review 

The process of judicial review of tax 
cases is substantially different in France 
from that to which United States tax- 
payers are accustomed, but it is not 
evident, without a detailed study of this 
subject, whether these differences are 
significant with respect to taxpayer 
morale, the attitude taken toward the 
taxpayer by the tax administrator, and 
similar issues. 

The chief feature of the French 
system is the splitting of judicial review 
between two segments of the judicial 
system: the administrative courts and 
the judicial courts (la juridiction ad- 
ministrative and la juridiction judici- 
aire). These two court systems do not 
meet in a common court of final appeal 
like our Supreme Court. On the other 
hand, the French judicial system is of 
course not divided between national 
courts and state courts, as in the United 
States, 

Income tax '® and sales tax cases go 
through the administrative courts: first, 
to the regional administrative tribunals, 
then, upon appeal by either the tax- 
payer or the Finance Ministry, to the 
Council of State (Conseil d’Etat). The 
Council must accept all cases brought 
before it. It examines questions both 
of fact and of law, and its decision is 
final. 

All indirect taxes other than the 
general sales taxes (thus: excises, cus- 
toms duties, registration and stamp 
taxes) fall under the jurisdiction of the 
judicial courts: the civil tribunals. The 
decision of the civil tribunal may be 
upset, on points of law, by the Cour de 
Cassation, 


9 


191m 1948 the former schedular tax on income 
from securities, now part of the proportional tax, 
was put under the jurisdiction of the administrative 


courts, 


NATIONAL TAX JOURNAL 


rs roremearaes 


Vor. VIII 


This division of labor may be ration- 
alized in part as reflecting a distinction 
between highly technical property-right 
problems (as under the registration 
taxes on transfer of real estate) for the 
solution of which the civil tribunals are 
especially well equipped, and problems 
that arise out of commercial life and 
business law, and general relations of 
government to the individual in which 
the administrative tribunals are expert. 
Actually, the division of tax cases be- 
tween the two sets of courts apparently 
developed as a historical accident at the 
time of the Revolution.*” Moreover, the 
division is not as clear-cut on all tax 
matters as this brief summary might 
imply. In borderline instances where it 
is unclear which of the two judicial 
roads a tax case should take, this issue is 
settled by a special Conflicts Court (tri- 
bunal de conflits). In practice, very 
few tax cases are brought before this 
tribunal. 

The split judicial system, it was ex- 
plained by one authority, works quite 
well in France because everyone is used 
to it, but probably it is not to be recom- 
mended as a reform measure for any 
other country. 

In view of the importance of the in- 
come tax and the general sales taxes, the 
great bulk of tax cases go to the ad- 
ministrative courts, hence, on appeal, to 
the Council of State. The Council re- 
views about two to three thousand cases 
a year, of which the great majority con- 
cern the income tax, or other direct 
taxes, rather than the sales taxes. Most 
of the direct-tax cases, in turn, have to 
do with business profits, either under 
the individual income tax or the cor- 
poration tax. Depreciation, inventory 
reserves, and capital gains on the sale 


2 Trotabas, op. cif., p. 323. 





No. 4] 


of business assets have been among the 
most common problems. 

The taxpayer may appear before the 
Council without a lawyer (avocat), but 
in that event the appeal is strictly on 
the basis of documents. Only a lawyer 
can make an oral presentation. How- 

“ever, the author has the impression that 
the Council makes an effort to do just 
as well by the taxpayer who comes 
without a lawyer. The Council also 
probably considers itself especially well 
equipped to stand up for the taxpayer’s 
rights against claims by the Treasury, 
since another main function of the 
Council is to protect government em- 
ployees in their disputes with adminis- 
trative heads concerning job rights, 
professional men in disputes against the 
exercise of power by their professional 
societies, and similar cases where the 
rights of the individual may be en- 
dangered by collective action. 

The Council explains the points at 
issue and gives the reasons for its de- 
cision in each case, and these opinions 
are published by several legal services. 
The Council also renders an annual re- 
port on its activities.** 


Absence of a Local Tax System ” 


France possesses no local tax system 
as we think of that term in the United 


States. There are, to be sure, taxes re- 
ferred to as local taxes, but they are 
imposed by laws of parliament, and are 
collected by national tax officials. Par- 
liament sets the rates of these taxes, or 
fixes narrow limits within which the 


21 Conseil d’Etat, Etudes et documents. 
Imprimerie nationale). 


(Paris, 
The first such report was is- 
sued, upon the initiative of M. Réné Cassin, vice- 
president of the Council, in 1947. 


22 For a description and critique of the taxes used 
for local finance in France, see Laufenburger, Eco- 
nomie du Systeme Fiscal Frangais National et Local. 
(Paris: Sirey, 1954), pp. 98-114, 249-80, 329-40. 
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rates can vary, or delegates this rate- 
limiting power to central administrative 
bodies. The tax money is remitted to 
the locality (municipality, department), 
for expenditure by it, again within 
limits set by central authority. 

The localities impose a few minor 
quasi taxes of the license type, but there 
is nothing that corresponds to the degree 
of freedom, and responsibility that 
exists on the local level in Great Britain, 
Germany, and the United States. 


The issue here is, not whether such a 
state of affairs is desirable, but the bear- 
ing it has on any appraisal of the 
national tax system. The national sys- 
tem, conceived of as that complex of 
taxes administered by the national tax 
authorities, carries the burden, so to 
speak, for the whole nation, and some 
of the criticisms of the national tax 
system derive indirectly from just that 
fact. 

The sales tax system, in France, for 
instance, is said to be complicated, a sort 
of patchwork, and so it is: production 
(now value-added) tax, tax on services, 
tax on merchants. But the revenue 
from the tax on merchants goes to the 
locality where the sale occurs. The real 
estate tax system is an odd mixture of 
levies on different bases, but again, this 
is so because the system includes certain 
taxes that have a long history of alloca- 
tion to local budgets. 


Indeed, it seems not too much to say 
that one of the main obstacles to the 
reform of the national tax system is the 
existence within it of these “local” taxes, 
which are so difficult to alter in any 
way, without disturbing long-estab- 
lished vested fiscal interests of many 
communities. 


Although there are some grants-in- 
aid from the national government to 
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local units, they are few and unimpor- 
tant compared with those in Great 
Britain, or the state-to-local grants in 
the United States. 

Perhaps administration is more diffi- 
cult, too—even if more efficient—when 
one body, the central government, has 
to collect the revenues for all levels of 
government. The taxpayer’s wrath and 
his attempts at evasion are concentrated 
on one set of officials, not dispersed 
among several quite independent tax 
administrative bodies as in New York 
City, for instance (federal, state, and 
city). 


Bearer Shares, and the Banking System 


Although part of the evasion of 
French taxes is due to the unusually 
large role played by the small business 
firm and the farmer (types of taxpayer 
that create difficulty for the adminis- 
trator in every country), two aspects of 
French private finance carry a heavy 
responsibility. One is the bearer share, 
the other, the banking system. 


Bearer Shares. Bearer bonds are com- 
mon in the United States, and, inci- 
dentally, may well be responsible for a 
good deal of evasion of income tax and 
death taxation here. 

Unlike bonds, shares of stock are not 
inherently negotiable in the United 
States (as determined by state laws), 
and bearer stock is not issued. In many 
states, to be sure, a stock certificate be- 
comes transferable to bearer when it is 
endorsed in blank; but the corporation 
continues to pay dividends to the owner 
of record, until it is notified of the 
transfer and enters the name of the new 
owner on its books. The tax adminis- 
trator thus has, in practice, a much 
better chance of tracing the ownership 
of shares of stock than he would under 
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a bearer-share system. Complications, 
of course, are introduced by the exist- 
ence of trustees and nominees. 

In France, not only bonds, but also 
stocks including ‘‘ founder’s shares,” (a 
type of equity investment scarcely 
known in the United States) can be of 
the bearer type (le titre au porteur, 
contrasted with le titre nominatif). 
Such bearer shares are widely used, 
partly because the transfer of nomina- 
tive securities is hedged about with 
many restrictions designed to safeguard 
property rights against fraud or acci- 
dent to the extreme degree so typical of 
the French attitude toward the prop- 
erty rights of the individual. (Those 
who wish to own bearer securities, on 
the other hand, do so by choice and are 
presumably able to look after them- 
selves.) But there is no doubt that a 
desire to defraud the treasury has 
been responsible for prolonging the ex- 
istence of bearer shares,” into an epoch 
where heavy income tax rates make 
such an institution an anomaly, or at 
least an exercise in inconsistency. With 
one hand, parliament imposes heavy tax 
rates; with the other, it appeases the 
taxpayer by permitting bearer shares to 
circulate. This problem is encountered 
in one form or another everywhere; the 
tax mission to Japan in 1949 saw it 
there; and bearer bonds are still per- 
mitted in the United States, even in this 
era of high taxes. In France, a wartime 
attempt to bring bearer shares some- 
what more under control did not last 
beyond 1949; ** in any case that system 
does not appear to be one that could 
have helped the tax administration very 
much, 

Compulsory use of nominative shares, 


23 Hamel, op. cit., Fascicule Il, p. 214. 


24 Ibid., pp. 214-215. 
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with a transfer mechanism of the kind 
that has been developed in the United 
States, might well eliminate a consider- 
able amount of evasion of the income 
and death and gift taxes. Such a rule 
would be even more effective in France 
than it is here, for French law does not 
recognize that peculiar Anglo-Saxon 
device, the trust.*° 


The banking Currency 
plays a far more important role as a 
means of payment in France than in the 
United States. The effect on the 
French tax system must be considerable. 
Canceled checks and bank records, even 
when the tax official has access to them, 
cover a far smaller portion of an indi- 
vidual’s affairs than they do in the 
United States. 


system. 


Again, no doubt, this practice is due 
in part to attempts at tax evasion. The 


chief reasons, however, are to be found 
elsewhere: the small amount of bank 
loans to consumers; the relatively re- 
stricted role of the banks in financing 
small business enterprises; the time 
taken to clear checks; a high degree of 
caution in accepting checks on other 
banks under any circumstances; and all 
the other factors that may be summed 
up under habit and tradition. The au- 
thor is not in a position to weigh the 
pros and cons, but if the public could 
be encouraged to make more use of the 
French banking system, some tax eva- 
sion opportunities that now seem to be 
just on the border of practicality would 
be passed by. 


25 Elimination of bearer securities, without up- 
setting the financial system, probably does not de- 
pend on introduction of the trust device, or the sys- 
tem of nominees. Professor Hamel perhaps attaches 
too much value, from this point of view, to these 


American and British techniques. Ibid., p. 209. 
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Governmental Instability 


For decades, the parliamentary system 
of France has been characterized by fre- 
quent changes of government, that is, 
by resignation of the premier, forced 
by a majority vote against him on some 
measure which he has declared to be a 
question of confidence. The new pre- 
mier may have an entirely different 
cabinet, but often the key posts will re- 
main in the same hands, especially when 
the shift is only a little distance along 
the political spectrum. Moreover, tech- 
nicians at the highest levels of adminis- 
tration commonly remain undisturbed. 
Hence instability of government in 
France does not mean quite as much as 
the number of different premiers in a 
given period might seem to indicate. 

Nevertheless, a French premier is 
tempted to propose measures that offer 
results in the short run, whatever the 
long-run costs may be. Similarly, he 
may find little political profit in long- 
run proposals, however handsomely 
they may pay off, if the short-run costs 
are high. 

Perhaps this atmosphere is partly re- 
sponsible for the willingness, noted al- 
ready, to fill the tax system with com- 
plications, exceptions, and discrimina- 
tions concerning this matter and that. 
Perhaps it has been a factor in the de- 
gree of tolerance toward, or positive 
choice of, inflation as a means of meet- 
ing heavy governmental outlays. But 
in general we cannot be sure that frag- 
mented parties and the ministerial in- 
stability they induce have had much in- 
fluence on the form of the French tax 
system. Against such a conclusion 
stand not only the qualifications noted 
already (continuing cabinet members 
and permanent civil servants), but also 
those powerful figures, the chairmen of 
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the finance committees of the Assembly 
and Senate. 

These chairmen, called rapporteurs, 
often hold their positions for years, 
through changes of prime ministers and 
even of whole cabinets. Any major 
taxation measure proposed by the ex- 
ecutive gets a searching analysis by the 
commissions, or at least by their rap- 
porteurs; a lengthy written report is 
submitted to Parliament and printed in 
the Journal Officiel. Inconsistency in 
tax policy over a period of years can at 
least be exposed if not avoided. And, 
since the commission can recommend 
positive measures of its own, there is 
even a chance that constructive pro- 
posals may be initiated at this level. 

One informant, who is in an excel- 
lent position to judge fairly, declares 
that real tax reform is not possible un- 
der the present type of party system 
which imposes discipline on party mem- 
bers (expulsion, followed probably by 
defeat at the polls), discipline of a kind 
that was unknown prior to the first 
World War. 


Nevertheless, insofar as the French 
tax system reflects a failure to follow a 
well thought out, consistent plan, the 
responsibility cannot be entirely as- 
signed to “ governmental instability.” 
We find another clue in a failure to uti- 
lize the skills of the scholar and research 
worker, in the formulation of tax 


policy. 


Role of the University Professor and 
Research Worker in Formulation of 
Tax Policy in France 


The French tax system gives two 
contrasting impressions from the intel- 
lectual point of view. 

First, large parts of it seem to have 
been constructed by technicians and 
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legislators who were too busy to stop 
and think, too harassed to meditate 
(one hastens to add that a similar im- 
pression is easily gained in certain other 
countries). Moreover, in an age when 
the economic impact of taxation is con- 
ceded to be of prime importance, the 
system seems to reflect the views of 
those who either attach little impor- 
tance to such matters, or believe that 
the impact in any particular case is 
easily ascertained. 

Second, as already noted, no country 
has surpassed France in number of ma- 
jor innovations in taxation over the past 
half-century. 

The roots of these intellectual aspects 
of French taxation can be found in 
large part in the type of training given 
the public finance scholar, and the sub- 
sequent use made of his skills. Up to 
the second World War, at least, the 
young French scholar who aimed at spe- 
cializing in public finance typically se- 
lected the law school for what we would 
regard as his undergraduate years (or 
rather the sophomore-senior span), and 
continued in the law school for gradu- 
ate work toward the Ph.D. degree, ab- 
sorbing in this process large amounts of 
civil law, public law, and so on, but 
little or no economics, statistics, mathe- 
matics, sociology, or history. 

As a result, French scholars in public 
finance excelled in the treatment of op- 
erational techniques of taxation, bud- 
geting, and management of the public 
debt: for example, Allix on taxation 
and Jéze on debt management and 
budgeting. 

For the same reasons, however, the 
graduates of the law schools lacked 
both interest and capacity to discover 
methods by which economic conse- 
quences could be forseen, or to expose 
the economic uncertainties. 
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Since World War II a scholarly revo- 
lution has been under way. A doctoral 
student may now specialize in eco- 
nomics—whether or not his chief inter- 
est is public finance—and although he 
does so within the school of law, he may 
pursue his graduate work without tak- 
ing the traditional legal curriculum. 
He is taught by trained economists. It 
is significant that in the University of 
Paris, the doctorate courses in public fi- 
nance in the Faculty of Law are listed 
under the economics program. 
These remarks are offered as back- 
ground for two further observations. 
First, the French Ministry of Finance 
does not possess a separate, continuing 
body of economic scholars and research 
students devoted to the study of taxa- 
tion problems—compare, for example, 
the Division of Tax Research created in 
the United States Treasury in 1938. 
Second, only occasional 
contact between the University world 
and the Ministry of Finance. A special 
tax commission set up by the French 
government a short time ago to suggest 
tax reforms included in its membership 
bankers, businessmen and former ad- 


there is 


ministrators, but no university profes- 
sors. A recent German committee of 
similar purpose was composed largely of 
university professors. In Great Britain, 
the occasional Royal Commissions set 
up to draft tax reforms always have 
one or more academicians as members, 
and sometimes one will serve as execu- 
tive secretary. However, opinions dif- 
fer on the degree of effectiveness of 
Neither the Treas- 
ury nor the Inland Revenue has a tax 
research division, and their contact with 


these commissions. 


university professors is in general slight. 
On this latter score, informal contact 
is probably somewhat greater in France: 
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scholars like Professor Laufenburger 
and his late predecessor, Jéze, have had 
extensive acquaintance with public fig- 
ures of the day. But in neither coun- 
try is there found the regular employ- 
ment of highly trained economists and 
the frequent consultation with univer- 
sity professors that has characterized 
the public finance scene in the United 
States. 

Whatever may be their shortcomings 
as formulators of policy, the university 
professor and the civil-servant scholar 
are at least given an opportunity to 
think consecutively on one problem, 
often for days at a time! The infor- 
mation they give may thus deter the 
legislator from encumbering the tax 
system with an array of devices guar- 
anteed to yield desirable results at no 
cost. Whether such individuals are as 
creative as an harassed under-secretary 
of finance, or a finance committee 
member, is another matter. But at least 
they help keep out of the tax system 
the elements of quackery that are to be 
found in some of the proposals pressed 
on the legislator by special interests in 
every country. 

Closer contact between finance min- 
istry and scholar in France may perhaps 
be anticipated over the coming years, 
especially as the public finance specialist 
becomes more economist. But at the 
moment there are few signs that such 
contact will develop soon. 


URGENT QUESTIONS IN FRENCH 
PUBLIC -PINANCE 


An attempt is made in the following 
paragraphs to list some of the more 
pressing problems in French taxation, as 
they appeared in the summer of 1955. 


1. Extension of the value-added tax. 
Will the value-addéd tax be extended 
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beyond the manufacturing sector, where 
it is now at last firmly established? 
The reform measure of May 1955 
placed wholesalers under the value- 
added tax in principle, but gave them 
the option of paying instead the tax of 
2.20 per cent to 2.75 per cent on total 
sales that is applied to all retailers (this 
tax is returned to the local treasuries). 
The same reform measure repealed the 
transactions tax, a turnover-type of tax 
levied on every transaction, which had 
complicated the sales tax system con- 
siderably. ‘There still exists a separate 
tax on the sale of services (e.g., trans- 
portation), but those subject to the 
value-added tax are now, under this re- 
form measure, allowed to take into ac- 
count the amount of tax on services 
paid by them as purchasers in deter- 
mining their liability under the value- 
added tax. The sales tax system has 
thus shaken down to three taxes: value- 
added tax, tax on sale of services, local 
tax on merchants. The way is being 
cleared for extension of the value-added 
principle over the entire economy, but 
it would be premature to predict such a 
move. The large number of small re- 
tail shops poses an administrative prob- 
lem for the value-added tax, although a 
lump-sum exemption might remove 
most of this difficulty without undue 
effects on competition. 

Simplification of the sales tax system 
has been accomplished, to avoid loss of 
revenue, at the cost of higher rates for 
the remaining sales taxes; the value- 
added tax is now at 19.5 per cent in 
place of 16.85 per cenv, and the tax on 
sale of services at 8.5 per cent in place 
of 5.8 per cent. 


2. Extension of “ forfait” or similar 
regime for small business enterprises 
under the income tax. Small business 
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firms have always been given the option 
of paying income tax on a sort of esti- 
mated basis, calculated, for example, by 
applying a coefficient (differing from 
one trade to another) to an estimate of 
gross sales, but in the past year or two 
there has been observable, in the minds 
of those in a position to influence pol- 
icy, a tendency to extend this proce- 
dure, at the expense of true income tax- 
ation. Last year a proposal to substi- 
tute for the proportional income tax on 
business profits a patente type of tax 
(taxe professionnelle forfaitaire) was 
submitted by the executive, but put 
aside by parliament for further study. 
Significantly, this new tax was to be so 
heavy that it would also allow a sub- 
stantial reduction in the rate of the 
value-added tax. It would be forfait- 
aire taxation on an unprecedented scale. 

It thus appears that France will soon 
decide whether small and even moder- 
ate-size business firms will be excluded 
entirely from the income tax system, in 
reality if not in name, paying instead, 
to the national government, some kind 
of tax based largely on “ external ” in- 
dicia—number of employees, rental 
value of premises, and so on, as under 
the old patente of the nineteenth cen- 
tury, which still exists as a local tax 
collected by national tax administrators. 
The recent shopkeepers’ “ tax revolt” 
indicates how important this issue has 
become. 

The urge to do away with direct tax- 
ation has given rise to some proposals 
that, although bordering on the absurd, 
use up a good deal of time and mental 
effort in discussion: for example, the 
proposal for a sort of single tax, not on 
land but on production of power (im- 
pét sur Pénérgie). 
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3. Continuation of exemption of 
wages and salaries from proportional- 
rate tax. Wages and salaries have been 
exempt now from the proportional-rate 
part of the individual income tax for 
seven years; a few more years, and this 
“ provisional ” exemption will have ac- 
quired enough status to be virtually ir- 
removable, if indeed it is not so already. 

This issue is coupled with that of 
business profits, discussed immediately 
above. Business profits now account 
for about three-quarters of the income- 
tax base under the proportional tax; 
agricultural profits, about 6 per cent. 
If business profits are largely removed 
from that tax by the substitution of 
something like the patente, and if wages 
and salaries continue exempt while the 
§ per cent payroll tax is continued, de- 
struction of the proportional-rate in- 
come tax will be nearly complete. 
Those remaining under it—professional 
men, an occasional farmer, and so on— 
would not have much trouble convinc- 
ing parliament that they were victims 
of discrimination, to be granted some 
special, impersonal kind of tax regime 
far removed from true income taxation. 

The French income tax system as a 
whole would then consist of a corpora- 
tion tax and an individual progressive- 
rate surtax. It would resemble, super- 
ficially, the British and the American 
income tax systems, but would lack 
their revenue-raising powers. The 
French surtax allows a 10 per cent 
standard deduction and for wage and 
salary income another 15 per cent de- 
duction.” The personal exemption per 
income share is high in terms of French 
incomes: 220,000 francs per income 
share, after the family income has been 
split as described earlier. 
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26 Raised from 10 per cent by the 1955 reform. 
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This possible outcome might leave 
everyone feeling better than they do 
now, under a hybrid, mutilated income 
tax system. 

Complaints about discrimination 
would not cease, however. Wages and 
salaries, under the present system, ac- 
count for a substantial portion of total 
income subject to the surtax; in 1953 
this percentage was 69. Agricultural 
profits provided only 0.4 per cent of 
the surtax income.*’ Thus, if the sur- 
tax became the sole element of the per- 
sonal income tax system, renewed 
charges would be heard of discrimina- 
tion against the working class for the 
benefit of the farmer. The 1953 data 
are not conclusive on this point since 
the 1954 and 1955 measures have sub- 
stantially lightened the weight of the 
surtax on wages and salaries. Still, the 
problem remains to some degree. And 
what would become of the § per cent 
payroll tax? 

Moreover, the role of the income tax 
in the total tax system would almost 
surely decline if the proportional-rate 
tax disappeared. There would be an in- 
tensification of the policy of “ anesthésie 
fiscale””: raising most of the revenue by 
hidden taxation. Already, 64 per cent 
of French tax revenue comes from in- 
direct taxation, compared with 54 per 
cent in Germany and 45 per cent in 
Great Britain.”® 


4. Uniform treatment of incomes 
under the proportional-rate tax. 
if the trend reverses, and the propor- 
tional-rate tax is saved, this question re- 
mains: Will the tax be made simple 
enough to be understood by the average 


Even 


27H. Krier, “ Les finances publiques et la rénova- 
tion des structures économiques,” Rev. de Sci. et de 
Légis. Fin., Jan.-March, 1955, p. 174. 


28 According to Krier, loc. cit., p. 173. 
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taxpayer and strengthened in revenue 
yield, by elimination of special low-rate 
regimes and particular exemptions—all 
of which have transformed it into a 
heterogeneous group of taxes, far from 
what was envisaged, in principle at 
least, at the time of the 1948 reform? 


§. Taxation of the farmer. As al- 
ready indicated, farmers account for 
only a small part of income tax rev- 
enue. In principle, agricultural profits 
are taxed more severely than in the 
United States, for the farmer’s taxable 
net income is defined to include that 
part of his produce which is consumed 
on the farm. In practice, farm income 
is substantially understated, it appears, 
through the use of the forfait, or esti- 
mating system. 

This,is a “ legal” forfait, in contrast 
to the contractual forfait used for taxes 
based on business profits and on gross 
sales,” for here no leeway is left to the 
tax administrator in determining the 
amount of taxable income. The tax 
law itself, and central administrative 
action, determine the tax base. For 
one-crop farms, a list of assumed aver- 
age profit rates per unit of area (hec- 
fare) for each type of crop is published 
each year in the Journal Officiel. The 
profit rates per hectare vary with geo- 
graphical location and with method of 
cultivation (génre d’éxploitation), and 
they cover several pages of the Journal 
in fine print. For mixed-crop farms, 
profit is based on rental value given in 
the land-survey (cadastre), which is 
quite out-of-date. 

There is no indication at the moment 
that the income tax will be made more 


29 From 1948 to 1955 the forfait system was not 
allowed for the sales taxes; the 1955 decree reintro- 
duced it in this sector (but not including the value- 
udded tax). 
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effective on farm profits, but since such 
income accounts for almost one-third of 
national income, the relative role of in- 
come taxation in France cannot be ex- 
pected to increase markedly without 
some change in taxation of the farm 
sector.”” 


6. Exemption of income spent on in- 
vestment. In an effort to spur invest- 
ment spending, Parliament enacted in 
1954 an amendment to the income tax 
that would allow deduction from an in- 
dividual’s taxable income of amounts 
put into certain types of investment 
funds, or pools, or direct investments. 
Implementation of this drastic measure 
was suspended, however, while the Fi- 
nance Ministry searched for some way 
to grant the privilege without opening 
the door for wealthy taxpayers to ob- 
tain complete exemption for years to 
come by shifting into these funds, 


pools, and so on, the accumulated sav- 
ings of past years liquidated, perhaps, 
from equally useful investments. 

No measure of recent years better il- 
lustrates the willingness of French pol- 
icy-makers to accept, for the sake of 


some supposed economic benefits, a 
measure that is unacceptable from al- 
most any other point of view.*' One of 
the proponents of the measure expressed 
to the author the view that it would 


30 For a discussion of this problem see Laufen- 
burger, “ Technical and Political Aspects of Reform 
in France,” National Tax Journal, Sept. 1953, p. 276. 


31 The only step that has been taken thus far to 
implement this provision is to allow the individual 
taxpayer to deduct from his income subject to the 
surtax an amount equal to his subscriptions to the 
recently issued certificates of investment. But the 
amount so deducted cannot exceed 10 per cent of 
the taxpayer's income, and the surtax cannot be re- 
duced by more than 10 per cent of the certificates 
purchased. Henry Laufenburger, “ Problémes fis- 
caux de l’épargne individuelle, de l’autofinancement, 
de l’amortissement,” Rev. de Sci. e¢ de Légis. Fin., 


April-June, 1955, p. 248. 
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not matter too much the 
wealthy did get complete exemption, 
for several years, of current income 
merely by such shifting of past savings, 
since the inequity would not continue 
after the time when all such possibilities 
had been exhausted—five years, he sug- 
gested, This attitude places much less 
weight on equity considerations than 
we have been accustomed to in the 
United States. 
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even if 


7. State assumption of responsibility 
for social security. Some parts of the 
“ privately ’-operated social security 
system show current surpluses, others, 
deficits; parliament spends days of its 
time each year deciding whether one 
part of the system may borrow from 
another, and how much, and under 
what prospects of repayment. Thus 
group of beneficiaries is pitted 
against another. Meanwhile the several 
payroll taxes levied to finance these 
separate segments add up to something 
like 30 per cent of wages before tax. 


one 


There is growing pressure to have the 
state step in and permanently finance 
part of the system out of its general 


Such action is not hindered 
in France by any idea of building up 
reserves, 

The recent reform of the value-added 
tax, allowing subtraction for cost of 
capital equipment, not just current sup- 
plies bought from other firms, will en- 
courage the use of machinery, and the 
resulting competitive pressure on those 
entrepreneurs who must still depend 
heavily on direct labor may lead them 
to demand relief from high payroll 
taxes. All in all, the impression seems 
justified that financing of the social se- 
curity program in France is approach- 
ing a period of basic re-examination, 
and perhaps fundamental change. 


revenues, 
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8. The role of localities. As viewed 
from a country where local units have 
fought strenuously, sometimes bitterly, 
to preserve financial independence vis- 
i-vis the states, and where the states in 
turn are even more touchy about fed- 
eral “ interference,” the passive finan- 
cial role of the departments and munici- 
palities in France—including the cap- 
ital city, Paris—seems strange indeed. 
This is quite in keeping with French 
tradition, however, and no change need 
be expected in the near future. It may 
be doubted, all the same, that large 
metropolitan units in France, or even 
smaller cities, can continue indefinitely 
to meet growing demands for local 
services without some taxing powers of 
their own, including tax administrative 
powers. 

Opposition to granting local auton- 
omy rests in part on fear of commu- 
nism, since the Communist party is 
dominant in a few localities. 

9. Discounting evasion. The French 
tax system discounts evasion to some 
degree, to use Mr. Houghteling’s apt 
phrase.** The process develops some- 
what as follows: Initially, a tax is im- 
posed, embracing groups of taxpayers 
X and Y at a rate that assumes little 
evasion. In fact, however, taxpayers 
in group X (but not those in group Y) 
evade, say, half the tax. Parliament 
thereupon raises the rate to maintain the 
revenue, but trims the new rate a bit 
for taxpayers in group Y, who are un- 
able to evade. Under pressure of the 
higher rate structure, everybody finds it 
worth while to try a little more to de- 
fraud the fisc; the tax rate is thereupon 
raised again, but still greater differen- 
tiation is granted in favor of the (in- 


32 James L. Houghteling, Jr., “ The Income Tax 
in France,” Public Policy, Vol. V, 1954, p- 311. 
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voluntarily) honest group, Y.” By 
now the rate schedule is more or less 
permanently distorted. No one has the 
effrontery to lecture taxpayers in X on 
lack of civic responsibility, for it is un- 
thinkable that anyone should be re- 
quired to pay in full at the drastic gen- 
eral rate now in the law; and it is 
equally unthinkable that those who 
cannot evade should be deprived of 
their differential low rate. Reform 


then, becomes virtually impossible with- 
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out a drastic reshaping of the whole 
system, and this in turn is likely to de- 
velop only under pressure of great so- 
cial discontent. 


33 The special deduction of 15 per cent given to 
salaries and wages under the surtax (initiated at 10 
per cent by the law of April 10, 1954) is not an 
ordinary earned-income deduction, for, if it were, 
some attempt would be made to allow for the earned 
income element in the profits of unincorporated busi- 
ness concerns. Instead, the deduction represents a 
concession to the relative lack of ability to evade. 
Cf. Krier, loc. cit., p. 174. 
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Witte in the national capital the 
Commission on Intergovernmental 
Relations was completing a two-year 
investigation into “ the present-day re- 
quirements of a workable Federalism,” 
legislatures in 46 state capitals were 
meeting in regular and special sessions 
to provide for state and local govern- 
mental needs. These seemingly sepa- 
rate efforts were directed to a common 
end. The national Commission, recog- 
nizing that “ the strength of our Fed- 
eral system is no greater than the 
strength and vitality of the many gov- 
ernments which compose it,” was ex- 
ploring ways by which states might 
assume their proper responsibilities 
through fuller utilization of their own 
resources. State legislatures, confronted 
with more and increasingly pressing 
revenue requirements, were striving to 
help themselves. This was a formida- 
ble undertaking, accomplished with 
varying degrees of success. 

With few exceptions, the major prob- 
lems posed by the governors in their 
messages to the 1955 legislatures con- 
cerned revenue needs. Under the im- 
pact of national prosperity, tax yields, 
especially in states that place heavy re- 
liance on income and consumption 
taxes, are good but inadequate to meet 


* The author is a member of the Analysis Staff, 
U. S. Treasury, and Professorial Lecturer at Ameri- 
can University. 


1 As of the end of August, Kentucky and Vir- 
ginia were the only State legislatures which had not 
met in 1955. All but three or four of the legisla- 
tures which met in 1955 enacted important items of 
tax legislation. 
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rising requirements. Treasury balances 
accumulated during the war and in the 
immediate postwar years have dwindled. 
Deficits are reappearing. Standards of 
adequacy for public services are rising 
as living standards improve. With in- 
creasing persistence the public is de- 
manding better roads, more adequate 
public schools and recreation programs, 
less outdated institutional facilities for 
the mentally and physically handi- 
capped, and better care for the aged. 
All the while the population is growing 
at a record pace, with an age distribu- 
tion which leaves increasingly larger 
proportions in the under-17 and over- 
65 age groups. At the same time, re- 
sponsibility for many governmental 
functions remains in varying degree 
with county, city, and town governing 
bodies, most of which continue to rely 
on the relatively inelastic property tax 
while they frantically search for sup- 
plementary revenues. 

State and local experimentation with 
diverse tax provisions is said to be a vir- 
tue of the multiplicity of tax sovereign- 
ties under United States federalism. 
This paper attempts to describe the 
range of this experimentation in 1955 
by summarizing the more significant of 
the hundreds of enactments with which 
legislatures responded to the pleas of 
their governors.” In addition to legis- 


2 This summary is based largely on legislation as 
reported by the Commerce Clearing House State Tax 
Reporter. 
preciation the assistance of Charles F. Conlon and 
his associates at the Federation of Tax Administra- 


The writer also acknowledges with ap- 


tors, Chicago. 








346 


lation significant from the viewpoint of 
revenue productivity and overlapping 
taxation, mention will be made of de- 
partures from familiar tax provisions. 
Some mention will also be made of un- 
completed legislation. 


Personal Income Taxes 


Individual incomes are now taxed in 
31 states.® There were no additions to 
the list in 1955.* A classified income 
tax supported by Pennsylvania’s gov- 
ernor and net income tax proposals in 
several other states failed. 

About a third of the states, however, 
succeeded in improving the revenue 
yields of existing income taxes. Min- 
nesota, Mississippi, and Wisconsin en- 
acted surtaxes ranging from § per cent 
to 20 per cent of the tax liability under 
existing rates and exemptions, Idaho 


repealed a 15 per cent tax credit and in 


addition imposed a temporary 71/2 per 
cent surtax. Vermont also raised its 
tax rates. lowa increased rates and 
lowered exemptions. Oregon reduced 
exemptions and enacted a surtax equal 
to 45 per cent of tax liability under the 
permanent rates. Although Georgia 
raised exemptions and lowered the rates 
applicable to the highest income tax 
bracket, it substantially increased the 
yield of its income tax by disallowing 
the deduction of federal income taxes. 
Maryland reduced the exemption al- 
lowed the taxpayer and his spouse, but 
in introducing per capita exemptions it 
raised the exemptions allowed on ac- 
count of dependents. Massachusetts ex- 
tended its income tax to nonresidents. 


8 Including the New Hampshire and Tennessee taxes, 
which apply only to interest and dividend income. 


4 Subject to electoral approval, Alabama enacted a 


tax on individual and corporate gross income with 


rates ranging from 2 of 1 per cent to 14% per cent. 


It is to be additional to the existing net income tax. 
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The only instance of income tax re- 
lief is Colorado’s extension of its tem- 
porary tax reduction for another year. 
A similar extension in New York was 
prevented only by the governor’s veto. 

With minor exceptions, the 31 state 
personal income taxes are imposed at 
graduated rates. Two of the exceptions 
are the flat rate taxes on interest and 
dividend income in New Hampshire 
and Tennessee. Massachusetts and 
Maryland differentiate between earned 
and investment Earned in- 
come in both states and investment in- 
come in Massachusetts are subject to a 
flat rate tax. In Maryland the first 
$500 of investment income is subject to 
a lower rate than the balance. 


income. 


The states employ diverse patterns of 
graduation. Most rate schedules con- 
sist of six or fewer brackets, although 
Colorado employs 12 and Wisconsin 15 
brackets. The starting rates are gen- 
erally 1 per cent or 2 per cent and in 
two-thirds of the states the maximum 
rate does not exceed 6 per cent. In 
two, however, rates reach as high as 10 
per cent and in one, 11 per cent. 

To increase income tax revenues 
by improving enforcement, Alabama, 
Idaho, Maryland, and Montana adopted 
withholding this year. This increases 
to ten the number of states employing 
withholding in the administration of 
their income taxes. Arizona, Kentucky, 
and Colorado adopted the system in 
1954, and Delaware, Vermont, and 
Oregon in earlier years.” Minnesota 
also appears interested in withholding, 
for its legislature authorized an interim 
committee to study it. Oregon in- 
creased its withholding rate from 1 per 
cent to 2 per cent. 


5 Withholding is also employed in Hawaii and 
Alaska. 
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Nine of the ten states with withhold- 
ing systems already have agreements 
with the federal treasury for the co- 
operation of federal agencies in with- 
holding state taxes from federal em- 
ployees.© South Carolina authorized 
withholding from wages in the case of 
delinquent taxpayers. Alabama’s new 
gross income tax, if approved by the 
electorate, will also employ withhold- 
ing. The legislature in that state also 
directed the Commissioner of Revenue 
to investigate ways of improving the 
income taxes. Colorado delegated a 
similar assignment to its Legislative 
Council. 

For some years states have sought to 
reduce the compliance burdens of over- 
lapping income taxes by patterning 
their statutory definitions and adminis- 
trative provisions after federal 
Further progress in this direction was 
recorded 1955. The substantial 
changes effected by the 1954 revisions 
of the federal Internal Revenue Code 
provided the impetus. Eleven states, 
for example, adopted the new April 15 
federal tax filing date for state tax re- 
turns. Iowa shifted its filing date from 
March 30 to April 30. states 
(California, lowa, Minnesota, Montana, 
and Utah) rewrote substantial portions 
of their statutes incorporating many of 
the new federal definitions. At least 
four additional states embraced the new 
liberalized federal depreciation allow- 
ances. Other federal provisions adopted 
by some states include the special de- 
duction for soil and water conservation 
expenditures, capital gains treatment 
for livestock held for breeding purposes, 


law. 


in 


Five 


special 60-month amortization for grain 
storage facilities, and new additions to 


6In the tenth Alabama, the withholding 


legislation was only recently enacted. 


state, 
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the list of minerals qualifying for per- 
centage depletion. 

The states are apparently unwilling 
to carry the co-ordination of federal 
and state income taxes to the point of 
basing their tax on the liability to the 
federal government. During the year 
New Mexico repealed the option hith- 
erto allowed taxpayers to compute their 
state tax liability on the basis of 4 per 
cent of the federal tax liability. Utah 
repealed the option it formerly gave its 
taxpayers to apply the state tax rate to 
the net income reported for federal in- 
come tax purposes. 

A number of states adopted provi- 
sions which have no federal counter- 
parts. California now allows special 
60-month amortization for investment 
in smog control facilities, a provision 
thus far resisted by the federal Con- 
gress.. Another innovation is Minne- 
sota’s new deduction for unreimbursed 
campaign expenditures and _ political 
contributions, limited to amounts rang- 
ing from $100 to $5,000 per year de- 
pending upon the taxpayer’s role in the 
political hierarchy. The maximum 
contribution deductible for individuals 
is $100: for county chairman, $150; 
for congressional district committee- 
men, $350; and for national committee- 
men or state chairmen, $1,000. The 
amounts candidates may deduct for un- 
reimbursed campaign expenditures are: 
governor or United States Senator, 
$5,000; other state officers or United 
States Representative, $3,500; state sen- 
ator, state representative or presidential 
elector at large, $500; presidential elec- 
tor from a congressional district, $100; 
and any other public office, one quarter 
of the annual salary. 

7 New Hampshire and North Carolina are en- 


couraging investment in air and water pollution fa 
cilities by exempting them from property taxation. 





348 


Oregon (where income tax exemp- 
tions were reduced) supplemented regu- 
lar personal exemptions with so-called 
“hardship” exemptions. In addition 
to the regular $500 exemption, single 
taxpayers are entitled to a supplemen- 
tary exemption equal to the excess, if 
any, of $1,000 over adjusted gross in- 
come. For married taxpayers, the 
measure of the hardship exemption is 
the excess of $1,500 over adjusted gross 
income, 

In some states, municipalities have 
been petitioning for authority to levy 
local income taxes, but the movement 
made no headway during 1955. In- 
stead, a reversal of the trend was barely 
averted. Legislative attempts to limit 
municipal authority to levy income 
taxes were vetoed in two states. In 
Ohio a legislative attempt to limit mu- 
nicipal income taxes to | per cent un- 
less approved by 55 per cent of the 
voters was vetoed.” The Governor of 
Oregon vetoed a measure which would 
have prohibited cities from levying an 
income tax after July 1, 1957. Local 
income taxes continue to be imposed in 
Kentucky, Missouri, Ohio, and Penn- 
sylvania. In the first two they overlap 
state income taxes, The state income 
tax under consideration in Pennsylvania 
involves the future of local income 
taxes in that state since under the pres- 
ent authorization municipalities may 
levy only those taxes which are not em- 
ployed by the state. 


Business Taxes 


There was substantial activity in the 


business-tax area as well. While no new 
states were added to the 32 which tax 
corporations on the basis of net income, 

5 At present none of the municipal income taxes 


in Ohio exceed 1 per cent and the majority are % 
of 1 per cent or less, 
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eight of the 32 increased their rates. 
Massachusetts extended its 23 per cent 
surtax and Rhode Island its 5 per cent 
corporate tax rate for another year. 
Connecticut extended its temporary tax 
rate increases on business and financial 
corporations and on _ unincorporated 
businesses. Idaho repealed its 15 per 
cent corporation tax credit and in ad- 
dition increased tax liabilities tempo- 
rarily by 7% per cent. Maryland 
raised its corporate rate from 4 per cent 
to 44% per cent, lowa from 2 per cent 
to 3 per cent, Minnesota from 6 per 
cent to 7 per cent, South Carolina from 
41, per cent to § per cent, Utah from 3 
per cent to 4 per cent, and Vermont 
from 4 per cent to § per cent.” Wash- 
ington raised its surtax on businesses 
and occupations from 20 per cent to 60 
per cent of tax liability under its per- 
manent rates, and West Virginia cut its 
temporary 10 per cent tax credit in 
half. Mississippi imposed a temporary 
14 per cent surtax subject to reduction 
if receipts are adequate. 


The only reported tax rate reduction 
is Georgia’s, from 5/2 per cent to 4 per 
cent. The New York legislature’s ef- 
fort to continue a 25 per cent reduc- 
tion in the unincorporated business tax 
was vetoed, 

Maine and Idaho doubled their cap- 
ital stock taxes; Alabama, Mississippi, 
New Hampshire, and Texas also in- 
creased the rates of these taxes. Wis- 
consin provided a 2-year carry-over for 
unused charitable contributions by cor- 
porations but at the same time reduced 
the allowable deduction from 10 per 
cent to § per cent. 


9 The Vermont income tax increases were coupled 
with the proviso that they may be reduced to not 
less than the previous rates if on June 30, 1956. the 
unappropriated surplus in the general fund exceeds 
$1,500,000. 
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Michigan’s experimental business tax 
based on value added, enacted in 1953 
for two years, was made permanent and 
its rates increased. Under the 1953 law 
public utilities were taxed at a 1-mill 
rate and other taxpayers at 4 mills. 
The new law taxes public utilities 1.5 
mills and other taxpayers 6.5 mills. 
The tax is imposed on persons and busi- 
ness firms performing production func- 
tions for gain, irrespective of the state 
of production and kind of trade or 
business, and includes professions and 
self-employed individuals. Wage earn- 
ers, salaried employees, and commis- 
sioned agents are excluded. The tax 
applies to activities conducted by all 
types of business organizations. Some 
activities, however, including insurance 
companies and financial businesses, are 
exempt. The base of the tax is “ ad- 
justed receipts,” derived by deducting 


certain specified deductions from gross 


receipts.'” 


In 1955, Michigan adopted a prop- 
erty-payroll-sales apportionment for- 
mula for purposes of the value-added 
tax to determine the taxable receipts of 
firms doing an interstate business. Also 
persons with payrolls exceeding 50 per 
cent of gross receipts were granted an ad- 
ditional deduction equal to 10 per cent 
of gross receipts or one-half of the excess. 


10 Gross receipts consist of the proceeds of any ac- 
tivity carried on for gain not specifically exempt, ex- 
cept (a) wages, salaries, or other compensations re- 
ceived; (b) income from intangible personal property 
subject to the state intangibles tax; (c) repayments 
of debts; (d) amounts received as agent on behalf 
of another; and (e) proceeds from the sale of cap- 
ital assets. 

Deductions allowed from gross receipts are either 
(1) 50 per cent of all gross receipts, or (2) the 
sum of (a) amounts paid to any other activity 
which either is subject to this tax or would be if it 
were located in Michigan, for property, services, priv- 
ileges, or facilities used in carrying on the taxed ac- 
tivity, excepting property, the normal useful life of 
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A notable 1955 development in state 
taxation of special categories of busi- 
nesses was the imposition of selective 
taxes on out-of-state insurance com- 
panies in Alabama, Arkansas, Colorado, 
Iowa, and Georgia. New Mexico re- 
duced its taxes on insurance companies 
but limited the reduction to domestic 
corporations. Minnesota, Mississippi, 
North Carolina, Delaware, and South 
Carolina increased insurance company 
taxes, 

Public utilities were subjected to a 
new tax in Idaho, and to increased rates 
in Maryland, while in Ohio the tempo- 
rary additional tax on utilities was ex- 
tended. Minnesota imposed a 15 per 
cent surtax on its mining occupation 
tax and royalty tax, and Utah imposed 
an occupational tax on oil and gas wells. 
South Dakota repealed its chain store 
tax, but a similar effort in Michigan 
was vetoed. 


Inheritance and Estate Taxes 


The taxation of inheritances, estates, 
and gifts appears to be attracting no 
more attention at the state than at the 
federal level. Three states made minor 
revisions in their statutes to insure that 
their taxpayers benefit from any in- 
crease in the credit for taxes paid to 
states which may result from recent 


which exceeds one year; (b) all taxes and fees paid 
governments except those based on net income; (c) 
interest and rents paid; (d) cash discounts on sales; 
and (e) refunds on returned goods. 

The excess of gross receipts over these deductions 
is “ adjusted receipts,” the tax base. It consists of 
producer payments for labor (wages, salaries, bo- 
nuses, and pensions but excluding payroll taxes), ad- 
ditions to depreciation, depletion and other reserves, 
and profits before taxes, including entrepreneurial 
withdrawals. However, every taxpayer is allowed an 
exemption of the first $10,000 of adjusted receipts. 
In combination with the minimum §0 per cent de- 
duction, this exempts from taxation businesses with 
gross receipts of not more than $20,000. 
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technical changes in federal estate tax 
provisions. ‘Three states modified the 
exemption granted educational, reli- 
gious, and charitable bequests, making 
the exemption of bequests to out-of- 
state organizations conditional upon re- 
ciprocal exemption by the other state. 
Vermont made some change in its in- 
heritance tax rate, and Montana adopted 
the federal rule on gifts in contempla- 
tion of death. Wyoming directed its 


Legislative Interim Committee to revise 
its inheritance tax statute. _ 


Sales Taxes 

Nevada’s enactment of a 2 per cent 
sales tax maintains at 32 the number of 
state sales taxes. ‘This is the only addi- 
tion to the state sales tax list since 
Pennsylvania enacted the tax for two 
years in 1953, The Pennsylvania tax 
expired August 31, 1955, and prospects 
for its re-enactment this year are re- 
ported to be poor. In several other 
states proposals to introduce a sales tax 
failed. Of the sales taxes now in force, 
22 date from the 1930’s, six from the 
1940’s and four from the 1950's. 

During the year six states increased 
their sales tax rates. Illinois and Iowa 
raised rates from 2 per cent to 2% per 
cent; Mississippi, South Dakota, and 
Tennessee from 2 per cent to 3 per 
cent; while Washington broke through 
the 3-per cent ceiling by raising its rate 
to 314 per cent. Alabama is reportedly 
considering increasing its 3-per cent 
sales tax. In Connecticut and Rhode 
Island temporary increases due to expire 
this year were renewed for two years. 
The North Dakota tax, which was to 
have expired this year, was re-enacted. 
The distribution of state tax rates on 
retail sales is now as follows: 
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Rate Number of States 


a 

2 

24 

3 

34 
Total 


In seven of the states with state sales 
taxes, as well as in two others, retail 
sales are also taxed by some local gov- 
ernments. Illinois this year authorized 
municipalities to tax public utility gross 
receipts at § per cent and retailers at 
one-half of one per cent without elec- 
toral approval. Illinois municipalities 
have had authority since 1947 to levy 
one-half of one per cent retail sales 
taxes if approved by local referendum. 
However, the few cities which placed 
sales tax proposals before their voters 
were unsuccessful in obtaining their ap- 
proval. The new legislation eliminates 
the need for electoral approval. At last 
report, the number of municipalities 
which had adopted sales taxes was 
rapidly approaching 400. 

Enabling legislation for local sales 
taxes was also enacted in other states. 
West Virginia gave municipalities with 
home rule charters authority to levy 
business occupational and sales taxes 
patterned after the state tax.'’ New 
Mexico permitted municipalities with 
populations over 75,000 to tax gross re- 
ceipts of retail businesses and services at 
1 per cent. Albuquerque has already 
enacted the tax. Maryland authorized 
one of its counties to impose a 2 per 
cent sales tax on fuels and utility serv- 
ices. Mississippi added to its local gov- 
ernments’ authority to collect a one- 
half per cent retail sales tax, the power 
to impose a one-fourth of one per cent 


Ife is not clear that this adds materially to the 
taxing powers previously granted West Virginia mu- 
nicipalities. 
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tax on public utilities by local ordi- 
nance, unless 20 per cent of the elector- 
ate requests a referendum. This repre- 
sents a relaxation of an earlier restric- 
tion on municipalities’ taxing authority. 
The local sales taxes are collected by 
the state tax commission in conjunc- 
tion with the state sales tax. 

California standardized its municipal 
and county sales taxes by enacting a 
uniform sales and use tax law which 
authorizes the enactment of 1 per cent 
local taxes, but requires these jurisdic- 
tions to contract with the state tax ad- 
ministration for collection of the local 
sales tax. Retailers in cities imposing 
the tax are entitled to credit against the 
county tax the amount due the city, 
provided that the city has contracted 
with the state administration for the 
collection of ifs tax. This legislation is 
expected to relicve the compliance bur- 
dens of taxpayers operating in more 
than one jurisdiction, who hitherto had 
been subject to numerous dissimilar 
local sales taxes. The new law would 
appear to insure a state-wide | per cent 
local sales tax patterned on the 3 per 
cent state tax. 

New York State removed the time 
limitation upon New York City’s au- 
thority to levy a retail sales tax, and the 
city’s administrative has_ been 
amended making the 3 per cent sales 
tax permanent. 


code 


An interesting development is the 
Arkansas legislature’s petition to Con- 
gress for legislation to require those 
shipping merchandise in interstate com- 
merce to comply with the sales tax laws 
of the state to which the merchandise is 
shipped for sale, use, or consumption. 
This is a revival of proposals current 
during the 1930’s and resembles the 
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federal legislation, recently strength- 
ened, which was designed to facilitate 
the collection of the state taxes on do- 
mestically consumed cigarettes, by re- 
quiring those who ship cigarettes into 
states imposing cigarette taxes to report 
the names and addresses of the con- 
signees to the tax enforcement author- 
ities. 


Automotive Taxes 


The need for highway funds was re- 
flected in motor fuel and motor vehicle 
tax legislation. 

Fifteen states increased their motor 
fuel tax rates, not including New York 
where an increase in the 4-cent tax to 
6 cents is conditional upon the approval 
Most 
of this year’s tax rate increases were in 
one-cent per gallon bites. Michigan in- 
creased its rates by 11%. cents and Con- 
necticut and Wisconsin by 2 cents. In 
addition, at least three states re-enacted 
temporary rates adopted in past years 
and some made these temporary 
creases permanent. 

After the 1955 tax rate increases, 
more than one-half (30) of the states 
now tax gasoline at 6 cents or more per 
gallon. Of the ten states with the 
highest (7 cents) rate in the country, 
all but Maine and Montana are in the 
South. One of these, Alabama, per- 
mits its counties and municipalities to 
levy an additional gasoline tax of as 
much as 3 cents per gallon. Missouri is 
the only state with a state tax rate as 
low as 3 cents but many of its political 
subdivisions also collect motor fuel 
taxes. 


of a constitutional amendment. 


in- 


There was extensive activity in the 
taxation of motor vehicles as well.’ 


124 new development is the special reduced rate 


for licensing so-called “antique cars,” which use 








352 


Fourteen states are reported to have in- 
creased the registration fees for trucks 
and trailers, 11 for buses, and 8 for pas- 
senger cars. There were changes also in 
the taxes imposed on motor carriers. 
Idaho enacted a mileage tax applicable 
to trucks while Kansas and New Mexico 
repealed existing mileage taxes. One 
state (Colorado) has intensified its pro- 
gram for regularizing the taxation of 
out-of-state vehicles by instituting 
around-the-clock ports of entry on the 
principal thoroughfares leading into the 
state. It plans to operate ten perma- 
nent ports on a 24-hour-a-day basis 
with emphasis on the collection of road 
taxes from itinerant and_ occasional 
truckers. The ports will also check 
truck weights, some operating with per- 
manently installed, others with mobile, 
equipment. 


Tobacco Taxes 


State legislatures continue to evince 
substantial interest in the taxation of 
tobacco products. Taxes on cigarettes 
were enacted for the first time in Ore- 
gon and Missouri. both 
levies are conditional upon electoral ap- 
proval. The Oregon tax was intended 
for immediate collection, but a petition 
for referendum sponsored by the trade 
will delay it at least until the voters 
pass on the issue in November 1956. 

Cigarette tax rates were increased in 
eleven states. Most increases were at 
the rate of 1 cent per package of 20 
cigarettes. The exceptions are a 2-cent 
jump to § cents in Georgia and an in- 
crease from 3 cents to 31% cents in 
South Dakota. The latter state also im- 
posed a 3 per cent tax on the gross re- 
ceipts of retailers of cigarettes, the rev- 


However, 


Most 
of these are permanent licenses; no renewals will be 
required. 


public roads enroute to and from exhibitions. 
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enue to be used for financing veterans’ 
bonuses. Minnesota “supplemented its 
cigarette tax with a tax on distributors 
of tobacco other than cigarettes at the 
rate of 15 per cent on the wholesale sell- 
ing price. Ohio will vote on a pro- 
posal to amend its constitution to per- 
mit the imposition of an additional 
l-cent tax on cigarettes to be used for 
financing a building program. 

State tax rates on Cigarettes now 
range from 2 cents to 8 cents. There 
are three 2-cent rates, seventeen 3-cent, 
eight 4-cent, eleven 5-cent, and one 
each 6-cent and 8-cent tax rates. 

The only state to authorize new local 
taxes on tobacco products appears to be 
Maryland. In addition to the city of 
Baltimore, local cigarette taxes may 
now be imposed by three Maryland 
counties, 

Cigarettes are now subject to state 
taxes in 41 states, not including the 
new Missouri and Oregon taxes subject 
to referendum. Included in this list 
is Florida, where a uniform rate of 5 
cents per standard package is imposed 
throughout the state. Under a 1949 
act, the state authorized municipalities 
to impose Cigarette taxes at a rate not 
exceeding the state rate and provided 
for a credit against the state tax. The 
tax is collected by the state and the rev- 
enue transmitted to the municipalities. 
Although imposed for the benefit of 
municipalities, the Florida tax, being 
state-wide, is here listed with state-im- 
posed taxes. In five of these 41 states 
cigarettes are also taxed locally. In 
some cases, as in New York, the author- 
ity is limited to one municipality within 
the state. Missouri also has a number 
of local cigarette taxes which presum- 
ably will parallel the state tax if it is 
approved by the electorate. In three 
additional states, Colorado, Maryland, 
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and Virginia, there are some local 
taxes but not a state tax. Chicago 
“abated” its cigarette tax, in accord- 
ance with the new sales tax legislation 
which prohibits cities from imposing 
cigarette taxes during the effective pe- 
riod of the municipal sales tax. Wy- 
oming, which at one time had permitted 
locally-imposed cigarette taxes, specifi- 
cally reserves this field for a state tax 
since the enactment of the state ciga- 
rette tax in 1951. However, the total 
yield of the tax is distributed to local 
governments, and in a practical sense is 
levied exclusively for the benefit of 
local governments. 

Including 1955 enactments, cigarettes 
are now subject to state or local (or 
both) taxes in all but three states. 
Oregon, where a referendum is sched- 
uled, is one of these states. The other 
standouts are California and North 
Carolina and in the former such a tax 
was recommended by the Governor but 
rejected by the legislature. 

Liquor Taxes 

Legislative efforts to increase state 
revenues extended also to liquor taxa- 
tion. Eight states increased taxes on al- 
coholic beverages. In another state, 
Oregon, prices charged in state liquor 


stores were raised. In Massachusetts 


and Washington temporary increases in 
liquor taxes were extended but in Ar- 


kansas they were repealed. In Ari- 
zona, municipalities were authorized to 
tax alcoholic beverages and in Michigan 
the taxation of beverages was referred 
for study. 


Admissions Taxes 


Unexpectedly there was little activity 
in the general admissions tax area. It 
will be recalled that for several years 
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the Congress has been urged by spokes- 
men of state and local governments to 
reduce or eliminate the 20 per cent fed- 
eral tax on admissions because it con- 
stituted a barrier to more extensive use 
of admissions taxes by states and local- 
ities. It was argued that this is one of 
the selective excise taxes which can be 
enforced effectively at the municipal 
level. In 1954 Congress reduced the 
federal tax rate to 10 per cent and in- 
creased exemptions. This, however, ap- 
pears to have stimulated little state and 
local interest. Aside from the increase 
in the Mississippi tax rate from 2 per 
cent to 3 per cent and the adoption of a 
§ per cent tax on admissions in New 
York City, no recent additions have 
been made to the list of state or local 
admissions taxes. In Ohio, where this 
tax is available to municipalities, the 
trend has been in the direction of in- 
creasing exemptions. 


Miscellaneous State Taxes 


During the year West Virginia and 
Ohio increased their taxes on pari- 
mutuel betting and Nevada replaced its 
2 per cent tax on gambling receipts 
with a graduated schedule ranging from 
3 per cent to 52 per cent. 

In the category of selective taxation, 
mention should be made of Oklahoma’s 
new 5 per cent tax on the gross value of 
uranium mining, Utah’s new occupa- 
tion taxes on oil and gas wells and on 
uranium and tungsten mines, and 
Florida’s taxes to cover advertising and 
inspection costs on tangelos, limes, and 
avocados. South Dakota increased its 
severance tax; and Pennsylvania ex- 
tended its 1 per cent tax on realty 
transfers until 1957. New Hampshire 
enacted a special $5 poll tax, and in Ar- 
kansas a $1 poll tax is proposed as a 
constitutional amendment. 
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Property Taxation” 

A development of major significance 
from the viewpoint of local finance is 
the renewed effort to improve property 
taxes. State legislatures are evidencing 
some concern with the lack of state- 
wide uniformity in assessment proce- 
dures, particularly where state aid 
funds are intended to equalize property 
tax resources. State-wide revaluation 
programs were initiated in three states 
—Arkansas, Idaho, and Washington— 
and previously adopted programs were 
implemented by legislation in Oregon 
and Maryland. 

The Arkansas requires 
county assessors to revalue all real and 
personal property by January 1, 1957 
under the guidance of the Public Serv- 
ice Commission, County assessors in 
Idaho and Washington are also directed 
to revalue property under state tax 
commission supervision. In Idaho the 
commission is authorized to initiz ¢ re- 
valuation in those counties where ac- 
tivity has not commenced by 1961. 
Washington assessors must begin the 
task by January 1, 1956 and complete 
it by June 1, 1958, with revaluation re- 
quired every four years thereafter. If 
the state tax commission finds the pro- 
gram lagging in any county, it is to step 
in and do the job with the county bear- 
ing 50 per cent of the cost. 


legislation 


Maryland’s 1954 legislature gave its 
state tax commission power to enforce 
annual reappraisals in every county. 
This program was to have started July 
1, 1956; however, the 1955 legislature 
moved up the date to July 1, 1955. 


Oregon’s legislature provided for re- 
assessments every six years, and gave the 


137 am indebted to John Gronouski of the staff of 
the Federation of Tax Administrators for this anal- 
ysis of property tax legislation. 
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current revaluation program a 1961 
target date. 

Several states enacted legislation spe- 
cifically extending the state tax agency’s 
supervisory authority over the local as- 
sessment process. The Arkansas Public 
Service commission was directed to con- 
duct assessor schools and otherwise con- 
sult with and advise county assessors 
and equalization boards, to publish as- 
sessment manuals, and to determine real 
property assessment ratios by conduct- 
ing sales ratio studies. The commission 
is to set the ratio of assessed to actual 
value required of county assessors, but 
this ratio shall not exceed 20 per cent. 
Counties which by 1957 have assess- 
ment ratios below 90 per cent of the es- 
tablished standard will lose a propor- 
tionate share of their state aid. 

Legislation in Massachusetts requires 
the state tax commission, upon request, 
to aid cities and towns in setting up an 
assessment system, to furnish materials 
needed for installation and maintenance 
of the system, and to provide assessors 
with technical advice and assistance. 
Once installed, the state assessment sys- 
tem or one approved by the state will 
be controlling upon the assessors unless 
the city or town votes to abandon it. 
Expenses incurred under the program 
will be charged to the communities in- 
volved. 

In Nebraska the tax cormmissioner is 
required to formulate rules and regula- 
tions pertaining to property assessment 
and to employ personnel necessary to 
assist in administering property tax laws 
within the counties. The New Hamp- 
shire legislature directed the state tax 
commissioner to provide assistance in 
the appraisal of real property to any 
municipality upon request, with the 
cost to be borne by the municipality. 
The Nevada division of assessment 
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standards has been authorized to hire a 
staff to conduct assessment ratio studies 
and to develop formulas and standard 
procedures which will be mandatory on 
county officials. An Oregon law re- 
quires county assessors to prepare a ratio 
study annually, which is to be sub- 
mitted to the state tax commission for 
approval. If the county ratio differs by 
10 per cent or more from that deter- 
mined by the commission, the latter 
ratio is substituted. If it differs by 
more than 20 per cent the county as- 
sessor will be prosecuted and, if con- 
victed, automatically removed from of - 
fice. In South Dakota the legislature 
authorized the commissioner of revenue 
to promulgate assessment rules and 
regulations and to compile a schedule 
of personal property values to be used 
as a guide to assessment. 

Three states sought to improve as- 
sessment administration by strengthen- 
ing the local assessment structure. In 
Kansas a county-assessor system was 
adopted to take effect January 1, 1956 
in those counties where at least 20 per 
cent of the for 
adoption. In any county where 20 per 
cent protests adoption of the plan, a 
referendum will be held. The Oregon 
legislature provided that by January 1, 
1957 all assessors must be certified by 
the state, and that each county must 
have a minimum of one assessor for 
each $30 million of property measured 
South Dakota enacted a 
county-assessor system with the county 


electorate petitions 


at full value. 


boards of commissioners having the op- 


tion of accepting a county assessor or a 
county supervisor of local assessors. 
The 1955 legislatures of three states 
revised their statutory definitions of 
value. Nebraska established “ basic 
value” as its valuation standard, to be 
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determined by a formula which in- 
cludes earnings, location, use, reproduc- 
tion cost, and comparison with other 
properties. This standard is to be used 
in valuing real and tangible personal 
property; intangibles are to be ap- 
praised at actual value. The Oregon 
valuation standard was changed from 
“normal value ” current market 
value; and the Wyoming legislature 
provided for real and personal property 
to be assessed at “ fair value’, in con- 
formity with values and procedures pre- 
scribed by the state board of equaliza- 
tion, rather than “ true value.” 

The legislatures of two states made 
property valuation in part a direct con- 
cern of the state through the medium 
of school financing. In Washington 
the legislature declared public schools a 
state function and provided for state 
equalization of school district assess- 
ments. Under a 1955 West Virginia 
law the tax commissioner is required to 
make an annual state-wide appraisal of 
property values. Counties in which as- 
sessments fall below a specified percent- 
age of these values, ranging from 35 per 
cent in 1956 to 50 per cent after 1958, 
will be penalized by a loss of state aid. 
The loss will be equivalent to the num- 
ber of percentage points by which the 
county’s ratio differs from the specified 
assessment level. 

Two states commenced equalization 
activity in 1955 without benefit of leg- 
islative directive. While the effective 
date of California’s equalization law of 
1949 was again postponed, this time 
until 1957, the state board of equaliza- 
tion proceeded on its own initiative to 
issue equalization orders to 14 counties 
whose assessment ratios were below the 
prescribed minimum. The Missouri tax 
with the objective of 
achieving a minimum county-assess- 


to 


commission, 
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ment level of 30 per cent of market 
value, issued equalization orders to 26 
counties. The 1955 legislature, in rec- 
ognition of this action, enacted legisla- 
tion providing for a roughly-propor- 
tionate reduction in millage rates where 
a rise in assessed values occurs. 


Summary 


How is this miscellany of state tax 
activity, probably the most voluminous 
since the end of the war, to be inter- 
A pattern of a kind is dis- 


preted? 
cernible. 

States are trying to improve the 
yields of their present taxes in diverse 
ways. They are increasing rates, reduc- 
ing exemptions, imposing temporary 
surtaxes, and tightening enforcement. 
The growing use of withholding for in- 
come tax purposes is part of this trend. 
While, as the Commission on Intergov- 
ernmental Relations observed, nearly 
every state has access to revenue sources 
which it is not using, only a minority of 
states resorted to new taxes this year. 
Nevada with its new sales tax is one 
of these. Most proposals for new taxes 
were not approved. 

One of the most important develop- 
ments of the year may be the wide- 
spread legislative effort to assist local 
governments. One phase of this de- 
velopment is the trend toward state as- 
sistance in, or control and supervision 
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over, local assessment procedures. At 
the same time, authority to use non- 
property tax sources for local govern- 
ment purposes made further headway, 
as a few states expanded the taxing 
powers of their political subdivisions. 
The liberalizing of conditions under 
which Illinois municipalities may now 
impose sales taxes is especially signifi- 
cant. Noteworthy also is the trend to- 
ward requiring that municipal sales 
taxes employ identical definitions and 
be administered in conjunction with the 
state-imposed taxes. As tax overlap- 
ping spreads, more effort is made to re- 
duce administrative costs and compli- 
ance burdens. Concern with this 
matter is evidenced also by the regulari- 
zation of local sales taxes in California. 

Although tax legislation is only part 
of the equation, the trend toward more 
adequate financial provision for local 
government was clearly evident in 
1955. Some states, to be sure, deferred 
action, pending completion of surveys 
ranging in scope from studies in specific 
taxes to the examination of entire state- 
local tax systems."* On the whole, 
however, there appears to be increasing 
recognition that local governmental 
services of the quality and quantity ap- 
propriate to present-day living stand- 
ards cannot be financed out of ad 
valorem property taxes alone. 


14 At least 24 state legislatures authorized such 
studies during the year. 








THE MICHIGAN VALUE-ADDED TAX 


CLARENCE W. LOCK, DONOVAN J. RAU, AND HOWARD D. HAMILTON ¥ 


N 1953, the State of Michigan en- 

acted a tax which is nearly unique, 
not only in the United States but 
throughout the world. The novel char- 
acteristic of the Michigan Business Ac- 
tivities Tax (Act 150, P.A. 1953) is 
that it employs as its measure or base 
the economist’s concept of value added 
by manufacturing or other commercial 
activity.’ Proponents claim that the 
value-added tax is superior to other 
types of business taxes because it reaches 
new wealth never before taxed, avoids 
pyramiding—the defect of gross re- 
ceipts taxes, and does not “ penalize ef- 
ficiency ”"—the common criticism of 
corporate income taxes. In view of the 
widespread interest in it and the search 
of many states for additional revenue, 
the value-added tax eventually may be- 
come the fourth major species of busi- 
ness taxation in the United States, co- 
ordinate with gross receipts, corporate 
franchise, and corporate income taxes. 


In its first two years, the Michigan 
Business Activities Tax has yielded 
about $30 million annually; however, 
rate increases and other 1955 amend- 
ments indicate that future yields will 
be approximately $60 million. Al- 
though that figure is dwarfed by the 
yields of the general sales and gasoline 
taxes, it is substantially greater than the 
$38 million annual yield of the 4-mills 


* The authors are Deputy Commissioner, Business 
Activities Tax Director, and Research Analyst, re- 
spectively, in the Michigan Department of Revenue. 


1A Washington gross receipts levy in the 1930's 
also bore the business activities tax. 
191, Wash. Laws, 1933. 


name Chap. 


corporate franchise tax. Furthermore, 
it is greater than the 1954 yields of the 
corporate franchise and license taxes in 
47 states and more than the 1954 yields 
of 29 of the 32 state corporate income 
taxes.” 


Origin of the Theory 


The Michigan tax appears to be the 
third experiment in value-added taxa- 
tion, including an abortive Japanese 
statute. Upon recommendation of an 
American Taxation Mission headed by 
Professor Carl S. Shoup, the Japanese 
Diet in 1950 enacted a value-added tax 
which was intended to be the major rev- 
enue of the prefectures (intermediate 


units of governments), supplanting a 


local business income tax. The. statute 
specified rates of 4 per cent for business 
and 3 per cent for professions, em- 
ployed a two-factor allocation formula 
—sales and payrolls—covered financial 
businesses, utilities, and farmers’ co- 
operatives, but excluded farming and 
forestry. The principal difference be- 
tween the base of this tax and the 
Michigan tax (discussed below) was 
that the Japanese law permitted the de- 
duction of capital goods expenditures 
and, in turn, taxed sales of capital as- 
sets; it did not permit the deduction of 
interest payments.* 

The Japanese statute encountered 
stiff opposition from various interest 


* Bureau of Census, State Finances in 1954, pp. 11 
13. 


’ 


3 Outlined and analyzed by M. Bronfenbrenner, 
“The Japanese Value-Added Tax,” National Tax 
Journal, vol. Ill, no. 4 (December, 1950), pp. 298- 
$13. 


3§7 
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groups, particularly large business. 
Businessmen feared that they would be 
unable to shift it readily or completely. 
On the other hand, the laboring class 
opposed the move as a substitution of a 
sales tax for a business income tax; in 
addition, labor feared that the levy— 
the “payroll tax ””—would generate 
technological unemployment. Further 
opposition came from fishermen and 
farmers. Consequently the operation 
of the statute was postponed twice and 
then repealed without ever going into 
effect." 

A value-added tax—production tax 
been the revenue 


—has paramount 


source in France during the Fourth Re- 
public, approximating 30 per cent of all 


receipts.” The production tax applied 
rates ranging from 5.5 per cent to 14.5 
per cent, according to classification of 
products, on the sale or importation of 
tangible personal property and on some 
services. The value-added principle de- 
rived from the provision authorizing 
each taxpayer to deduct from his tax 
the amount of production tax paid by 
him to his suppliers, according to their 
invoices, during the preceding month, 
the tax being an itemized surcharge on 
each sale." 

A 1954 statute, effective on July 1, 
extensively revised and expanded the 
tax. The production tax was techni- 
cally repealed and replaced by the taxe 
sur la valeur ajoutée which extended the 
scope of the tax to contract construc- 
In ad- 
dition the statute directed the cabinet 


tion and transportation services. 


Hanya Ito, “ Direct 


Public Fi- 


4 Bronfenbrenner, loc. cit.; 
Taxes in Japan and the Shoup Report,” 


nance, Vol. 8, no. 4 (1954), pp. 360-361. 


5S In 1953, 800,355 million francs ($2.5 billion), 


Directeur General des Impots, \etter, October 19, 


1954, 


8 Arts, 252-282, Code General des Impots. 
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to prepare a draft of a law for extending 
the tax to distribution, in lieu of exist- 
ing taxes, to become effective on July 
1, 1955.7 The standard rates are 16.85 
per cent and 7.50 per cent (10 per cent 
and 3.50 per cent in overseas depart- 
ments), the lower rate applying to coal, 
coke, gas, electricity, steam, fertilizer, 
some processed agricultural products, 
and lumber. Construction is taxed at 
65 per cent of the standard rate, ie., 
10.95 per cent. Certain custom and 
handmade goods receive a 75 per cent 
abatement. The invoice system and 
general administrative provisions of the 
production tax are retained.” 

Although the value-added tax scarcely 
was known in the United States prior 
to the Michigan act, it had been advo- 
cated by a few public finance academi- 
cians since Professor Thomas $. Adams 
first proposed it in an address to the 
National Tax Association in 1917.” 
Prominent advocates have included Pro- 
fessors Paul Studenski, Gerhard Colm, 
Roscoe Arant, and Carl Shoup—the 
latter introducing it to Japan. It was 
proposed in Congress in 1921 and again 
in 1932, and was commended to the 
State of Alabama by a Brookings Insti- 
tution survey in 1932. 


Background of the Michigan Statute 


The Michigan act was not a deliber- 
ate attempt to experiment or pioneer in 
taxation. It was the surprising product 
of a bitter and prolonged legislative 

TLaw No. 54-404, April 10, 1954, Journal Offi 
ciel, p. 6,142. 


8 Bulletin Officiel de L’ Administration des Contri- 
butions Indirectes, June 30, 1954, bis. 


understatements, because they apply to the sum of 


The rates are 


the net price plus the tax, a quaint and awkward 


arrangement, 


%See T. S. Adams, “Fundamental Problems of 


Federal Income Taxation,” Quarterly Journal of Eco- 


nomics, vol. 35 (May, 1921), p. 553. 
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battle between proponents and oppo- 
nents of a corporate income tax. In an 
eleventh hour effort to stave off the cor- 
porate “ profits” tax, the business ac- 
tivities act was pulled out of the hat as 
an alternative source of revenue. The 
value-added tax was enacted with blitz- 
hkrieg celerity before many members had 
read it, let alone understanding it. The 
governor, a corporate “ profits” tax 
champion, permitted it to become law 
without his signature because of the 
state’s critical fiscal condition.'” 

The permanence of the new levy was 
in doubt until January, 1955. The act 
termed the tax an emergency measure 
and specified March, 1955 as a terminal 
date. Since. the state’s revenue needs 
grew rather than contracted in the in- 
terval, the stage was set for a return 
forensic bout in 1955. Again the Gov- 
ernor urged a corporate income tax, in 


lieu of both the corporate franchise and 


business activities taxes, but recom- 
mended that the latter be retained as a 
complementary levy on unincorporated 
business. His plan was defeated by a 
scant margin and the business activities 
tax was renewed by striking the expira- 
tion date. At this time the value-added 
tax appears to have become a permanent 
fixture of the Michigan revenue struc- 
ture and to be the 
therein. 


elastic element 


PROVISIONS 


Act 150, P.A. 1953 imposed a tax of 
4 mills per dollar on the “ adjusted re- 
ceipts”’ of all business activities carried 
on within the state having the object of 
gain, benefit, or advantage, whether di- 
rect or indirect, to the taxpayer or to 

10 Further legislative history is contained in Frank 
M. Landers, “ Michigan’s Business 


State 
1954), pp. 210-213. 


Activities Tax,” 


XXVII, no. 10 


Government, vol. (October, 
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another. This levy is broader than 
most business taxes in the United States, 
because it embraces professions and 
agriculture, and unincorporated as well 
as incorporated business. 

A special rate of 1 mill was accorded 
public utilities. Legislative sponsors of 
the tax thought that a lower rate should 
be applied to utilities because their prof- 
its are limited by governmental regula- 
tion. Consequently, the statute de- 
fines a public utility as being a public 
service subject to rate regulation by a 
state or federal agency. 

The statute explicitly excludes the 
following receipts: wages, salaries or 
other compensation for services ren- 
dered by an employee, proceeds of the 
sale of capital assets, repayment of 
debts, cash discounts allowed and taken 
on sales, proceeds of sales of goods sub- 
sequently returned and refunded, and 
amounts received by an agent who does 
not have authority to appropriate or ex- 
pend such receipts. The latter exclu- 
sion is inapplicable to such fiduciaries as 
guardians, administrators, 
and receivers. 


executors, 


“ Adjusted receipts”, the tax base, 
represents taxable gross receipts less the 
following statutory deductions: 


(1) All taxes and any other fees or 
exactions by governmental au- 
thority other than taxes on or 


In the 


sales 


measured by net income. 


case of state and federal 
taxes passed on to the customer by 
the taxpayer, such taxes are de- 
ductible only if the receipts of 
such taxes are included in the tax- 
payer’s gross receipts. 

All amounts paid to any other ac- 
tivity which is subject to this law 
(or which would be if located in 
Michigan) for the acquisition or 


use of property, services, privi- 
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leges or facilities for the purpose 
of carrying on the activity, ex- 
cept for property not for resale 
which has a normal life of more 
than one year. This deduction in- 
cludes the cost of merchandise 
sold, the cost of raw materials and 
supplies, rentals, and normal ex- 
penses of doing business, exclusive 
of capital outlay, salaries and 
wages paid employees. The pur- 
pose of this provision is to avoid 
pyramiding of the tax, because 
the amounts paid to other busi- 
nesses are taxable as receipts of 
those firms. 

(3) Interest and rents paid. 

(4) And “a reasonable allowance for 
depreciation or amortization of 
real property.” |! 


The latter deduction was added in 
1955 to remove one of the widely criti- 
cized inequities in the original act. 


Critics argued that since the cost of cap- 
ital assets was not deductible, whereas 
rental costs were, the denial of depre- 
ciation constituted an illogical depar- 
ture from the value-added principle 
and discriminated unfairly in favor of 
those firms which operate in rented 


buildings.'"* The French tax and the 
Japanese model allow the deduction of 
capital purchases. The Department of 
Revenue is drafting regulations defin- 
ing this deduction. The regulations 
will follow generally the depreciation 
schedules of the United States Internal 
Revenue Code, but probably will ex- 
clude depletion allowances, because this 
was not within the legislative intent. 
In the event the statutory deductions 
do not total at least 50 per cent of the 
taxable gross receipts, a taxpayer has 


11 Enrolled House Bill 416, 1955. 


12See argument of Peter Firmin, The Michigan 
Business Receipts Tax (Ann Arbor: 
Michigan Press, 1953), pp. 136-138. 
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the statutory option of a flat 50 per 
cent deduction. This provision, a sharp 
deviation from the theoretical basis of 
the tax, was inserted for the benefit of 
service firms and professional people 
who otherwise would have small deduc- 
tions; it made the tax for services and 
professionals essentially a 2-mills levy 
on gross receipts. 

A 1955 amendment extends this de- 
duction to a maximum of 60 per cent: 


Provided further, That whenever the pay- 
roll of a person subject to the tax under 
this act exceeds 50% of the gross receipts 
of such person, then an additional de- 
duction of 10% of the gross receipts of 
such person, or ' of such excess, which- 
ever is smaller, may be deducted in addi- 
tion to the basic 50% deduction, the 
term payroll as used in this proviso in- 
cluding only the wages or compensation 
paid to others.'* 


After making the foregoing deduc- 
tions and arriving at adjusted receipts, 
the taxpayer is granted an exemption 
of $10,000. ‘The tax is then levied on 
the remaining adjusted receipts. This 
exemption, coupled with the optional 
§0-60 per cent deduction, means that 
the tax actually begins on annual gross 
receipts above $20,000, thereby elimi- 
nating thousands of farmers, profes- 
sionals, and small firms. The taxable 
minimum annual income is consider- 
ably more for those classes of business 
which can deduct a high percentage of 
their gross receipts. As the data below 
indicate, the taxable minima are roughly 
$25,000 for manufacturers, $55,000 for 
retailers, $125,000 for wholesalers, and 
$20,000-$24,000 for those using the 
statutory option. The exemption and 
optional deduction greatly lighten the 
task of the Department of Revenue and 


13 Enrolled House Bill 416, 1955. 
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diminish the revenue substantially." 

Certain businesses are exempt, be- 
cause they are subject to specific state 
franchise or excise taxes. These are in- 
surance companies, banks, trust com- 
panies, building and loan associations, 
parimutuels, and finance companies. 
For the same reason, income from in- 
tangibles is exempt. Also exempt are 
the adjusted receipts of most nonprofit 
organizations and those receipts which, 
by construction of the United States 
Constitution, the states are prohibited 
from taxing. 

It will be observed that the tax is 
something of a hybrid, possessing char- 
acteristics of a net income tax and a 
gross receipts tax, but differing funda- 
mentally from them. To avoid its 
being confused with either of these 
levies, the Department of Revenue 
christened it the “ Business Activities 
Tax.” 

“ Adjusted receipts”, as defined in 
the act, means that the tax base '® es- 
sentially is a company’s payroll, profits, 
and capital outlay less depreciation al- 
lowed. This corresponds closely to that 
portion of a manufacturing firm’s re- 
ceipts which the Department of Com- 
merce terms “ value added by manu- 
facture.” This is illustrated by Fig- 
ure |, 

Some observers have said that the 
business activities tax is not truly a 
value-added tax because of the exemp- 
tion and deductions. One of the sig- 
nificant deviations from the 
added concept was eliminated by the 


value- 


14 The numerous deductions put the taxpayer in 
the right frame of mind, by letting everyone else be 
his brother’s keeper, paying the tax on his purchase.” 
Walter F. Reddy, Deputy Commissioner, Michigan 
Department of Revenue. 


15 Bronfenbrenner says that the base corresponds 
more closely to the scope of “net product” in na- 


tional income statistics. Op. cit., p. 303. 
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1955 depreciation amendment. The re- 
maining deviations, while indubitably 
substantial, hardly vitiate the general 
principle. . 


Interstate Allocation Formula 


One of the most controversial fea- 
tures of the business activities tax act 
was its provision for apportioning the 
receipts of firms operating in more than 
one state, i.e., the interstate or multi- 
state allocation formula. The standard 
employed was the ratio of “ receipts 
from its Michigan business to the total 
receipts of such taxpayer.” 

The basic formula for computing re- 
ceipts from Michigan business was the 
sum of: 


(1) receipts from exclusively Michi- 
gan sales, 

(2) 50 per cent of receipts from sales 
to out-of-state customers. 

(3) 50 per cent of receipts from sales 
of goods located without the state 
but shipped into the state, and 
50 per cent of receipts from sales 
of property “not located at any 
permanent or continuous place of 
business maintained by the tax- 
payer without the state,” such as 
goods in transit or in warehouses, 
“where the orders were received 
or accepted within the state.” 


In essence, the taxed receipts were those 
from Michigan sales exclusively plus 
§0 per cent of receipts from interstate 
transactions, 

This allocation formula was unusual 
in the arbitrary percentages employed 
and in its reliance on only one factor— 
sales—as a yardstick rather than the tax 
trinity: sales, capital investment, and 
payroll. The purpose of this formula, 
the sponsors said, was to reach as much 
business as possible, and particularly to 
reach out-of-state firms which make 
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large sales in Michigan but have no (1) It provided inequitable treatment 

plants there and hence are scarcely to Michigan firms which manu- 

reached by Michigan taxes.'° A candid facture exclusively in Michigan, 
FIGURE 1 


APPLICATION OF Business Activities TAX TO AN AVERAGE MANUFACTURING FIRM 


$U2WYSIAU| jearde>) 


Payroll 


Contractual 
Services 








Materials 


%G, 
“ver IONS 


Source: Michigan Department of Revenue, Annual Report, 1953-1954, p. 23. This graph ante- 


dates the 1955 amendment allowing depreciation as a deduction. 


perusal of the formula and its legislative particularly when in competition 
history suggests that there may have with Michigan firms which ship 
been additional objectives. parts to other sections of the 
country for assembly or processing 
In the 1955 legislative sessi > al- : 
legislative session the al and subsequent sale." 
location formula encountered vehement 
criticism; the major points of criticism ‘ Typical was this etacemont of one large tax 
bet h payer: “We believe that the present, single-factor 
> ’ 2cp 
eing these: formula is unfair because it does not adequately take 
into account the Michigan investment of taxpayers 
a doing business in more than one state and it dis- 
" Testimony of certain lobbyists on behalf of the  criminates between taxpayers who own property and 
bill during the joint House-Senate public hearing, those who rent. Manufacturers maintaining sub- 
May, 1953. Also see T. William Seidman, “Some- stantially all of their production facilities in Michi- 
thing New in Taxation,” Michigan Business Review, gan, but delivering goods to themselves out-of-state 
vol. VI, no. 2 (March, 1954), p. 24. (footnote cont. next page) 
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(2) It furnished loopholes for circum- 
vention of the tax either by sale 
to a middleman or by transfer of 
products to an outstate inventory 
location.!* 

In some instances it reached more 

than Michigan’s fair share of a 

firm’s business. 

The formula raised constitutional 


(3) 


questions. 
(5) And in any event the three-factor 
formula is more reliable and equi- 


table. 


The constitutionality of the formula 
never has been litigated, so the statute 
is still enjoying a honeymoon free of 
litigation. Legal writers have specu- 
lated that its constitutionality and ef- 
fective reach probably would turn on 
whether the courts would classify it as 
an income tax or as a gross receipts tax, 
ie., which string of tests and cases 
should be applied. If classified as a 
gross receipts tax, the formula’s consti- 
tutionality would be highly question- 
able.” 

In 1954 the legislature rejected the 
Department of Revenue’s recommen- 


before sale, are favored by the single-factor formula 
over manufacturers who cannot operate in the same 
manner. The single-factor formula does not have a 
direct effect upon the taxpayer who does not trans- 
act business outside Michigan but it does have an in- 
direct effect on such a taxpayer because it reduces 
the tax base of the businesses it favors thus leading 


to a higher rate for all.” 


18 See William Dexter, The Michigan Business Re 
ceipts Tax (Chicago: Callaghan and Co., 1954), pp. 
48-50. 


19 Dexter, loc. cit. The contention that it should 
be classified as an income tax rests largely on section 
2 of the act: “Sec. 2. There is hereby levied and 
imposed upon persons engaging in business in Michi- 
gan, a specific tax on income at the following rates 

This position is stated by Donald K. Barnes, “ The 
Business Receipts Tax,” Michigan State Bar Journal, 
vol. XXXII, no. 10 (October, 1953), pp. 31-39. 
Contra, see Dexter, op. cit., p. 60 and Paul G. 
Kauper and Samuel D. Estep, A Syllabus of the Pre- 
sentations at the Institute on the New Business Re 
ceipts Tax (Ann Arbor: University of Michigan Law 


School, 1953), pp. 11-21. 
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dation of a three-factor formula, but by 
1955 that formula became a prerequi- 
site for renewal of the tax. The 1955 
amendatory act stipulates that, effective 
July 1, adjusted receipts shall be calcu- 
lated by applying the average of the 
following three percentages, separately 
computed: 


(1) the proportion of the taxpayer’s 
real and tangible property located 
within Michigan, (including build- 
ings erected on leased land, such 
property to be valued at not less 
than eight times the annual gross 
rent); 

the proportion of wages and sala- 
ries paid or accruing to employees 
and ofhcers within the state; 

(3) and the proportion of gross re- 
ceipts derived from services, rent- 


~— 


als, and royalties within the state 
and property 
where deliveries or shipments are 
made within this state. 


sales of personal 


This is the common three-factor for- 
mula, except that sales destination is 
used in the third factor. 

The effect of this amendment on rev- 
enue is indicated by the following 
Michigan House Taxation Committee 
exhibit (Table 1). 

The statute prescribes special alloca- 
for types of 


transportation services, the respective 


tion formulae various 


allocation factors being: 
(1) oil pipe lines—barrel miles, 
(2) gas pipe lines 
(3) other carriers—revenue miles. 





cubic feet miles, 


Initially the act provided that all ad- 
justed receipts of service trades were 
taxable if the taxpayer had a perma- 
nent place of business in Michigan and 
none elsewhere. This provision, how- 
ever, appeared to be an unconstitutional 
overreach, and in 1954 it was deleted. 
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Another 1954 amendment, subject to 
approval by the Department of Rev- 
enue,”” granted “ multistate ” taxpayers 
the option of separate accounting as an 
alternative to the statutory allocation 
formulae. 
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tration. The more significant items 
were: extension of the filing time for 
annual returns from thirty to ninety 
days, authorization of consolidated re- 
turns by affiliated corporations subject 
to departmental approval,”° provision of 


TABLE 1 
Business Activities Tax Data ror 35 Larce Corporations 


a “ormula Percentage 
Corporation Formula Percentage 


Number 
Number Present Law 


25.99% 
71.90 
48.60 
24.19 
6.05 


56.60 
22.70 
28.32 
37.59 
25.51 
39.38 
30.12 
26.85 
31.80 
43.87 


49.17 
16.75 

2.90 
16.34 
11.08 


81.70 
16.88 
50.00 
18.45 
73.72 


57.98 
31.57 
72.82 
21.00 
65.00 


89,00 
55.15 
3: 37.7 
34 48.50 
35 
Totals 
Average Percentage 


39.98% 
90.70 
67.50 
15.72 
6.89 


69.85 
42.53 
50.95 
51.98 
55.60 
24.90 
41.43 
33.58 
26.77 
43.21 
53.13 
42.16 

6.70 
32.07 
20.32 
87.00 
18.43 
51.36 
19.21 
74.22 
61.73 
25.02 
81.88 
53.54 
88.30 


92.70 
72.94 
51.74 


21.78% 


Amendments 


Most of the 1954 legislative amend- 
ments session were relatively minor 
clarifications of definitions and adminis- 


20 An ex post facto ratification of the Depart- 
ment’s policy. 


Revised Law 


Tax Paid 
1953 Adjusted 
to Annual Basis 


Liability under 
Revised Law 
@ 4 Mills 


$ 19,268 $ 

50,302 
17,372 
28,846 
32,207 
14,576 
58,524 
30,735 
932,498 
3,956 


13,492 
29,535 
196,900 
121,272 
20,347 


89,868 
1,118,649 
5,849 
2.382.697 
9,601 


389,926 
26,994 
87,712 
73,944 
38,400 


261,570 
26,164 
10,580 
27.033 
10,382 
44,134 
19,348 
63,244 
12,970 
72,548 


$6 341,443 


29,639 
63,454 
24,127 
18,745 
36,678 
17,862 
109,648 
55,294 
1,288,088 
8,618 


8,530 
40,625 
246 253 
102,089 
20,040 


97,105 
2,815,656 
13,513 
4,676,440 
17 607 


415,220 
29,472 
90,097 
76,989 
38 659 


278,487 
20,735 
11,895 
68,920 
14,103 


45.968 
25.588 
86.658 
16.045 
91,583 


$11,000,430 


specific allocation formulae for pipe 
lines, designation of Rural Electrifica- 
tion Association co-operatives as public 
utilities, extension of the full $10,000 
statutory exemption to some seasonal 
business, substitution of revenue miles 
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for passenger and ton miles in the car- 
rier allocation formula, authorization of 
separate accounting, permission to skip 
quarterly returns by paying annually 
in advance, and the above-noted 
amendment relative to allocation of 
service income. 

In 1955, only four significant amend- 
ments were made relative to deprecia- 
tion, the allocation formula, taxpayers 
with high labor costs (discussed above), 
and rate changes. The standard rate 
was increased to 61/2 mills per dollar of 
taxable adjusted receipts and the util- 
ities rate was increased to 1'4 mills. 

By way of generalization, it would 
appear that the amendments to date 
have not been as numerous as one might 
expect for an entirely new tax. ‘This 


may reflect a virtue of the tax; how- 
ever it is partially attributable to the 
facts of rates which are still quite low 


(cf. the French rates) and the absence 
of litigation. The extremely significant 
amendments in 1955 were prerequisites 
to raising the rates and continuing the 
tax. It may be assumed that any fur- 
ther rate increases would require more 
structural refinements. 


Ad ministration 


In launching the business activities 
tax, the Department of Revenue could 
not follow the hallowed custom of 
sending visiting firemen to other juris- 
dictions to study their forms, rules, and 
procedures. The Department, there- 
fore, intently studied the act and cau- 
tiously established administrative ar- 
rangements. In order to educate 
taxpayers, and also to benefit from col- 
lective wisdom, more than sixty confer- 
ences with industry and business groups 
were conducted during the summer of 
1953. Officials explained the statute at 
more than 200 other meetings. Pre- 
liminary rules were published and a for- 
mal, public hearing was held before 
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promulgation of the rules and regula- 
tions implementing the act. These pro- 
cedures are being repeated in revising 
the rules pursuant to the 1955 amend- 
ments, and thus far have laid a solid 
foundation of taxpayer understanding 
and co-operation.”! 

The statute specifies quarterly returns 
unless the taxpayer elects to pay in ad- 
vance for the year. (In 1954 the Leg- 
islature rejected the Department’s sug- 
gestion that quarterly returns be dis- 
continued.) Heretofore the quarterly 
return form has been an IBM punch 
card with instructions on the back, in- 
cluding a direction to use one-fourth of 
the $10,000 statutory exemption. Be- 
cause of departmental filing complica- 
tions this form is being changed to a 
standard sheet of paper. The taxpayer 
is required to list reasonable estimates 
for only four items: gross receipts, total 
deductions, taxable balance, and tax 
due. He also checks his fiscal year and 
the months covered by the return. The 
calculation of the tax is verified me- 
chanically on tabulating equipment. 
Heretofore quarterly returns have been 
mailed individually to taxpayers, but in 
the future taxpayers may receive ari an- 
nual set of returns, similar to the an- 
nual “ book” of sales and use tax re- 
turns. 

The fourth quarterly return consti- 
tutes the annual return and is a “ long 
form.” It is comparatively simple, 
however, as tax forms go. In fact one 
of the appealing features of the tax is 
the relative ease of compliance. An- 
nual returns are due on March 31 or 
ninety days following the close of the 
taxpayer’s fiscal year. 

A registration form has been designed 
which is supplied to all potential tax- 
payers. This form is quite simple and 

21 In this connection, the Department gratefully 


acknowledges the assistance of tne various trade ond 


professional associations 
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requires no fee. It assists the Depart- 
ment in statistical analysis, in processing 
returns, in keeping an accurate list of 
active taxpayers, and in controlling de- 
linquencies. 

The Department has established au- 
diting procedures and has trained all of 
its field examiners in business activities 
tax auditing. To date, however, the 
auditing program has not been exten- 
sive because of the low rate and the 
brief life of the act. The 207 business 
activities tax audits completed in fiscal 
1954 produced very little tax defi- 
ciency, because they involved only a 
few months of tax liability. The audits 
in 1954 were nearly always incidental 
to sales and use tax audits. In 1955 and 
1956, when auditors can check lia- 
bility for the full three years under the 
statute of limitations, business activities 
tax auditing will become increasingly 
important. The number of formal au- 
dits completed grossly understates the 
business-activities tax work by the field 
examiners. A business-activities tax in- 
spection is a routine feature of every 
sales and use tax audit and of some in- 
tangibles tax audits. 
there is a deficiency, the business activi- 
ties tax inspection is reported as an 
“ investigation.” 

This tax has two pronounced admin- 
istrative merits: relative ease of compli- 
ance and low cost of administration. A 
functional analysis of the Department’s 
operating costs for fiscal 1954 disclosed 
an operating ratio of 78 cents per $100 
of business activities tax revenue com- 
pared to 85 cents for sales and use taxes. 
This is considerably higher than the In- 
ternal Revenue Service’s cost ratio of 
39 cents, but lower than that for many 
—or all—state income taxes.** The 
cost may advance somewhat as the De- 


However, unless 


22 Michigan Department of Revenue, Annual Re- 
port 1953-1954, pp. 17-19. 
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partment does more field auditing, but 
that will be largely offset by the recent 
rate increases. 


Yield 

Approximately 80,000 returns are 
filed each quarter of which roughly 
20,000 are “no-tax”’ returns. The 


quarterly yields to date have been as 
follows: 


TABLE 2 


Business Activities Tax Receirs 


Fiscal Year 
1954-55 


Viscal Year 
Quarter I — he ™ 

17,930 
7,995,067 
8,084 695 
7,342,740 

17,230 


$23,423 202 


$ 6,635,656 
6,848,772 
4,536,967 * 

12,059,620 * 


Second 
Third 
Fourth 
Less Refunds .. 


Total $30,081,015 


* Reflects change in filing date by sixty days, 
pursuant to 1954 amendment. 

Table 3 analyzes the returns of tax- 
payers and the tax receipts by character 
of ownership. It shows that individ- 
uals, professional people and proprietors, 
file one-half of the taxable returns (and 
more of the “ no-tax” returns) but 
pay only 9 per cent of the tax. Con- 
versely, corporations file 25 per cent of 
the returns and pay 82 per cent of the 
tax, 


Like most taxes, the bulk of receipts 
is paid by a relatively few large tax- 
payers. Less than 2 per cent of the tax- 
payers account for nearly 60 per cent 


of business activities 


(Table 4.) 


In filing their first annual returns, 
half of the taxpayers overlooked the 
space for identifying the type of busi- 
ness. Consequently, the following table 
(Table 5) is incomplete, but it does 
give some indication of the relative 
contribution of broad sectors of the 
economy. 


tax receipts. 
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TABLE 3 


Business Activities Tax Receipts spy Kinp of OWNERSHIP 
QUARTER: JULY-SEPTEMBER, 1954 


Kind of Ownership Returns Per Cent Tax Paid 
Individuals 50.8% $ 595,550.86 
Partnerships 23.8 529,643.76 
Corporations 13,340 25.3 5 336 057.77 
Others 340 6 11,607.97 

52,792 * 100.0% $6 472,860.36 


* Exclusive of some noncoded returns and all “ no-tax ” returns 


TABLE 4 


Business Activities Tax Recerpts By Size oF PAYMENT 
Quarter: JuLty-SepreMsBer, 1954 


Amount of Tax Paid Returns Per Cent Tax Paid 


0.01-$ 0.99 1,649 3.1% $ 869.79 
1.00 4.99 8 639 16.0 29,552.13 
5.00— 9.99 8,576 os 61,904.00 
10.00- 24.99 13,649 25. 219,277.58 
25.00— 49.99 8,151 5. 285,333.53 
50.00— 99.99 ... 5,623 J 390,066.57 
106.00- 249.99 4,259 § 654,012.95 
250.00—- 499.99 1,703 3. 590,506.59 
500.00- 999.99 .... ‘ 816 ‘ 557 349.56 
1,000 — 4,999 683 a 1 360,710.51 
5.000 - or over ...... 130 ‘ 2,455,118.10 


Total 100.0% $6,604, 701.31 


* Exclusive of “ no-tax ” returns 


TABLE 5 


Business Activities Tax Recetprs py Kinp or Business 
Quarter: Jury—-Sepremper, 1954 


Type of Business Returns Per Cent Collections 


Manufacturing . Fie eey 2,742 9.9% $1,097 474.83 
Wholesaling .. ee 807 24 137 974.22 
Service Trades .......... 5,837 21. 433,277.53 
Retailing 14,479 52. 701,924.96 
Professional ies ie 3,079 ; 55,015.75 
Farmers .... 26 , 1,289.88 
| Ae ; 23 : 19,824.58 
Miscellaneous .. oid 209 ; 9 406 02 
Public Utilities .......... 511 148,381.78 


Total “vee wer 100.0% $2,604 569.55 


Per Cent 


2 
100.0% 


Per Cent 


5 G 
A 
3 
3 


3 
i 
59 
99 
9.0 
84 
20.6 
37.2 


100.0% 


5 


100.0% 
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What will be the annual yield after 
the 1955 amendments take full effect? 
Any estimate must be qualified by an 
assumption relative to business condi- 
tions. Although the yield of a value- 
added tax is more stable than that of a 
corporation income tax, the business ac- 
tivities tax has proved to be quite sensi- 
tive to business conditions. The 1954 
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or in proportion to gross receipts, as that 
added by another taxpayer, the initial 
burden or impact, of the tax will vary as 
among taxpayers, industries, and types of 
business activity.** 


The variation in the initial impact of 
the tax on different industries has been 
studied in considerable detail by Pro- 
fessor Peter Firmin. Observing that 


TABLE 6 
Impact or THE Business Activities Tax spy Type or Business 


Average 
Deduction 
(as Per Cent 
of Gross 
Receipts) 


Minimum 
Gross 
Receipts 
Taxed 


Type of Business 


$ 25,000 
125,000 
55,500 
20,000 
20,000 
20,000 
20,000 
20,000 


60.4% 
92.1 
82.0 
50.0 
50.0 
50.0 
50.0 
50.0 


Manufacturing 
Wholesaling 
Retailing 
* Services 
* Farming 
* Mining 
* Contract Construction 
* Public Utilities 


* Business types which, on the average, will 

deduction. 

recession was promptly reflected in busi- 
ness activities tax receipts, occasioning 
numerous refunds. Assuming con- 
tinued prosperity, $60 million is a con- 
servative estimate of yield for the 
amended law. 


In this connection it is significant 
that Michigan is an industrial citadel. 
Its value added by manufacture in 1950 
was 8.25 per cent of the national total 
—double the national level, and equal 
to all New England. Manifestly this 
has a bearing on the yield of a value- 


added tax. 


Impact of the Tax 


The basic principle underlying the 
[business activities tax] is that the 
amount of the tax should vary with the 
value added to a product, commodity, or 
service by the individual taxpayer. Be- 
cause the value which is added by one 
taxpayer is not the same, either absolutely 


Nondeductible Items as Per Cent 


7+ Tax as 
of Gross Receipts 


Per Cent 
of Net 
Profit 


ete Deprecia- Net Opr.  -p ,. 
Payroll tion, Ete. Profit Potal 
10.7% 
28 
6.0 
13.4 
313 
13.9 
5.7 
10.7 


39.7% 1 

79 1 
18.0 1 
51.1 -1 
553 


9% 
1 
2 
5 
6 
82.8 4 
5 
5 


2.2% 
A 
9 
23 
15.0 
19.4 
13 
6.0 


1. 
714 3. 
61.1 } 


use the statutory option of a flat 50 per cent 
the tax base has essentially three ele- 
ments—payroll; profits; and deprecia- 
tion, depletion, and amortization—he 
analyzed gross receipts of various types 
of business to ascertain the ratio of the 
tax base to gross receipts and the con- 
tribution of each element to the tax 
base. Although the resulting percent- 
ages are particularly applicable to 
Michigan, much of the data were from 
federal sources and the results should be 
valid elsewhere. 


Table 6 is an adaptation of Firmin’s 
summary of his findings.”* 

It must be remembered that the above 
percentages are composites weighted to 
reflect the relative importance of indus- 
try groups within Michigan. In each 


23 Firmin, op. cit., p. 63. 


24 Op. cit., pp. 63-116. The Department of Rev- 
enue is making similar analysis of taxpayers’ returns, 
but the data are not ready for release. 
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of the categories enumerated there may 
be considerable range. Thus within 
manufacturing the ratio of deductions 
to gross receipts ranges from less than 
§0 per cent for manufacturers of jew- 
elry, optics, and some machinery to 79 
per cent for manufacturers of food 
products. Within the retail group the 
range is from 72 per cent for eating and 
drinking places to 87 per cent for liquor 
stores, 

The above table indicates somewhat 
the effect of the 1955 amendment, al- 
lowing depreciation as a deduction. 
Broadly speaking, the amendment is im- 
portant only to manufacturing. De- 
preciation is of slight importance in 
wholesaling and retailing, while other 
classes of taxpayers will continue to use 
the 50 per cent optional deduction. 


GENUS AND INCIDENCE 


Indubitably the value-added tax is a 
new species, but to what genus or fam- 
ily does it belong? Because of the legal 
implications mentioned above, as well 
as political implications and the matter 
of incidence, this question is more than 
a taxonomic exercise. 

The statute title reads “ certain spe- 
cific taxes on income.” At the time of 
passage, the act was commonly called 
the business receipts tax. To counter- 
act that label, the Department devised 
the present title. Nevertheless the 
Commerce Clearing House treated it as 
a sales tax and inserted it next to the 
Indiana gross income tax in its classifi- 
cation. The Bureau of the Census 
wanted to classify it as a business li- 
cense, but the statute contains no li- 
censing provision. In consternation 
the Bureau has listed it as “ other 
taxes,” an unclassifiable mongrel. 


The weight of academic opinion, defi- 
nitely, is that the value-added tax is a 
species of sales tax. As Professor Shoup 
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wrote, “It is presumed to belong to the 
family of shiftable taxes to be paid 
chiefly by the consumer.” * Professor 
Bronfenbrenner has evaluated the merits 
of the tax vis-a-vis other sales taxes.” 

A characteristic common to both the 
value-added and corporate income tax 
is obscure incidence.** Given the pres- 
ent level of federal income taxes, it 
would appear that essentially half of the 
burden of any state business tax will be 
exported and spread throughout the na- 
tion via the federal treasury. The ques- 
tion then is—where does the balance of 
the burden filter? 

Is it borne by the owners of the busi- 
ness? Initially perhaps, but in the long 
run probably not. It is intended to be 
incorporated in the product price as a 
standard cost of doing business. On 
theoretical grounds it is evident that che 
value-added tax is more readily and 
surely shifted forward than the corpo- 
rate tax. This appears to have been the 
view of legislative sponsors of the busi- 
ness activities tax, who were looking for 
a “ broad-based business tax.” The ob- 
jective of the Shoup Mission’s proposal 
of substituting the value-added tax for 
the existing business income tax was to 
promote capital formation by shifting 
the tax burden to consumers.”* 

Will the tax be shifted backward to 
suppliers? Certainly not very much 
nor very far. However one observer 
has suggested that within the adminis- 
tered price environment of the Michi- 
gan automobile industry, some of the 


“5 Tax Reform in 


Japan,” Proceedings of the 
National Tax Association, 1949, p, 412. 


26 Op. cit., pp. 299-301. Contra Paul Studenski, 
“Toward a Theory of Business Taxation,” Journal 
of Political Economy, vol. XLVIIL (October, 1949), 
p. 653f. 


27 This obscurity enabled both parties in the busi- 
ness activities tax legislative battle of 1953 to claim 


victory. 


*% Bronfenbrenner, op. cit., p. 299. 
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burden might be shifted back on its 


labor.”” 
EVALUATION 


The brief Michigan experience per- 
mits evaluation of some of the argu- 
ments regarding the value-added tax. 
Proponents of the'levy advance the fol- 
lowing arguments: 


(1) Its yield is more stable than a cor- 
porate income tax. 

(2) It requires much less taxpayer ac- 
counting than the corporate in- 
come tax. 

(3) Every business should pay a tax 
regardless of profits. 

It does not pyramid like gross re- 
ceipts taxes. 

It is conceptually simple, easily 
complied with, 
ministered. 


and easily ad- 
It is popular with the taxpayers. 
It does not “ penalize efficiency ” 
or encourage fictitious expenses. 

(8) It is intrinsically the fairest way 
to tax business. 


(9) It 


is economically neutral. 


The latter two points deserve expan- 


sion. Professor Studenski argues that 


it is the fairest tax in principle, because: 


Under it each business enterprise is 
taxed on its actual production, that is, in 
the final analysis, on the relative use 
made by it of the market and other facil- 


ities maintained by organized society.*” 


Professor Shoup writes: 


This is the most economically neutral 
form of business taxation; it does not dis- 
criminate against the use of labor-saving 
devices (as does any tax on profits); it 
does not favor machinery over labor (as 
does a payroll tax); it does not favor the 


29 p Richard 


incidence of sales taxes on automobiles. 


rofessor Musgrave, letter, discussing 


30 Studenski, loc. cit, 
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large vertically integrated firm (as does 
the turnover or gross receipts tax) .*! 


Patently many of the foregoing 
points are anticorporate income tax 
arguments. Conversely, many of the 
criticisms of the value-added tax are 
procorporate income tax arguments. A 
major criticism of the Michigan tax— 
the allocation formula—is not generic 
to the value-added principle and is now 
moot anyway. The remaining criti- 
cisms include: 


(1) It disregards the taxpayer’s ability 
to pay. 
It is hard on “ small business.” 
It penalizes payrolls, unfairly dis- 
criminates in favor of highly 
mechanized industries, is not neu- 
tral, and might promote techno- 
logical unemployment.*? 
This “added value” is just an- 
other name for the manufacturers’ 
sales tax.* 

(5) The tax is inequitable, inadequate, 
and full of exceptions and com- 
plexities.*# 


The argument that the tax is inequi- 
table to small business is difficult to as- 
sess. It is true that some small corpo- 
rations, as well as unincorporated firms, 
would benefit from the 1955 proposal 
to substitute a corporate income tax for 
both the business activities tax and the 
corporate franchise tax. However, the 
1955 allocation formula change goes a 
long way toward removing the inequi- 
table position of small business versus 
large business. Also the 50 per cent 
optional deduction, the additional labor 


31 Shoup, loc. cit. 


32 See extensive criticism by Pennsylvania Tax 
Study Committee, The Tax Problem, Second Report, 


pp. 157-161. 

33 Congressman Daniel Reed, quoted by Walter S. 
Ryder, “Rethinking Michigan's 
Michigan State Bar Journal, vol. 33, no. 4 
1954), p. 17. 


a4 Ryder, loc. cit. 


Polic ies,”” 


(April, 


Fiscal 
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credit, and the statutory exemption are 
important concessions to small business. 

The fact that the business activities 
tax requires less accounting than in- 
come taxes, while valid, is of scant 
force, because taxpayers are not relieved 
of the federal income tax or income 
taxes in other states. But other favor- 


able points relative to administration 
are significant and have been verified 
by Michigan’s experience. 


Many of the other arguments both 
pro and con rest on subjective value 
judgments or on theories of incidence 
which are difficult to substantiate. 
Some of the merits claimed for the 
Michigan tax derive less from the prin- 
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ciple than from the low rates and its 
infant state. However, the Michigan 
experience has conclusively demon- 
strated that the value-added tax is 
highly productive, readily administered, 
comparatively easy in compliance, and 
popular with many business taxpayers 
—particularly when the apparent alter- 
native is a corporate income tax. The 
fact that its fundamental principle is 
not widely understood is not a serious 
obstacle. Whether it is a “ good” or a 
“bad ” tax depends largely on personal 
value judgments. Like other taxes, its 
desirability for any jurisdiction depends 
largely on how it will fit into that ju- 
risdiction’s total tax structure. 





A MODEL BUILDING APPROACH TO FORECASTING 
THE NEW YORK CITY SALES TAX 


MELVIN AND ANNE WHITE * 


OME kind of forecast of revenues 
and requirements underlies all fiscal 
planning—whether the forecast be im- 
plicit or explicit, conditional or un- 
conditional, and whether derived in- 
tuitively or by quantitative analysis. 
The interest that has been developing 
recently in long-range fiscal planning by 
state and city governments prompts a 
corollary interest in exploiting the tech- 
niques of “ model building,” a variety of 
conditional forecasting’ that has for 
some time been associated with fiscal 
planning at the national level. The ap- 
plicability of a model building approach 
at the lower levels of government is well 


illustrated by the problem of forecast- 
ing the New York City sales tax—an 
important source of city revenue which 
is sensitive to changes in the level of 


* The authors are Melvin White who is Associate 


Professor of Economics at Brooklyn College and 
Anne White who is associated with him in independ- 
ent research. The former is serving as Consultant 
to the Division of Administration, New York City. 
However, this discussion reflects the views of the 
authors and not necessarily those of any member of 


the administration. 


I The distinction between conditional and uncon- 
ditional forecasting 
difference in degree of responsibility on the part of 


appears to reflect essentially a 


the forecaster. For an absolutely unconditional fore- 
cast, if the predicted magnitude does not materialize 
for whatever reasons, it is considered a forecasting 
failure. Whereas a conditional forecast is contingent 
upon certain outcomes which are assumed by the 
forecaster without his taking responsibility for as- 
their likelihood. 
sumed outcomes cannot then be considered a fore- 
casting failure. See also incisive comment by Ben- 
jamin Caplan in Short-term Economic Forecasting, 


sessing Nonoccurence of the as- 


(National Bureau of Economic Research, 1955), pp. 
43-44, 


economic activity. 

Before turning specifically to the 
sales tax problem, however, it may be 
well to consider briefly the general ap- 
propriateness of models in local revenue 
forecasting. 


MODEL BUILDING PROBLEMS 


Any forecast of tax yields for an 
individual state or city government has 
associated with it assumptions, explicit 
or not, concerning the behavior of the 
many variables in the economic environ- 
ment on which the tax base depends. 
The variables most directly related to 
the tax base are usually local or regional 
in scope, but assumptions as to their be- 
havior implicate the behavior of 
national aggregates as well. As an aid 
to local revenue forecasting, it is the 
function of model building to make 
these relationships explicit and thus to 
test the projected magnitudes of the 
revenue base for consistency with ac- 
ceptable assumptions concerning local 
and national economic developments. 

How much analysis of the model 
building sort is practically warranted 
for policy purposes at the state and city 
level depends on the opportunity for 
economic change that is envisioned on 
the planning horizon. When the hori- 
zon is confined to the next fiscal year, 
the opportunity for change is consider- 
ably restricted. At least this is so on the 
assumption, which probably underlies 
most year-to-year forecasts, that neither 
special events, policy 


changes, nor 
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cyclical forces will produce very sharp 
upward or downward movements in the 
level of employment and prices. In this 
case it is efficient to rely almost entirely 
on the informed judgment of an ad- 
ministrative staff familiar with the 
legislative and yield history of the tax 
structure, and possessing some general 
understanding of how the yield pattern 
is related to economic conditions. 

But as the planning period extends 
further into the future, a wider range 
of alternative patterns of economic 
change must be taken into account; the 
consequences of neither substantial in- 
flation nor deflation can be ignored. 
Furthermore, for the longer period, 
secular developments can accumulate to 
a significant impact on the revenue base; 
variation in their assessment can result 
in differences of significant magnitude 
in revenue projections. To command 


credibility, then, projections require the 
support of a systematic quantitative 
analysis and a flexible framework which 
allows for possible variation in assump- 
tions. 


At the present time, the most service- 
able models for making projections are 
those constructed in terms of the De- 
partment of Commerce’s income and 
product concepts. However, the con- 
struction of state and local income and 
product models sufficiently detailed for 
forecasting each of the various com- 
ponents of the revenue base raises almost 
insuperable difficulties. There are con- 
ceptual problems, arising in large part 
out of the extreme openness of the local 
economy. But perhaps the most serious 
obstacle, particularly at the city level, 
is the absence of adequate data. 

In any event, a state or local model 
could not stand on its own for purposes 
None of the 


factors conventionally treated as ex- 


of making predictions. 
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ogenous in the construction of such 
models—population, prices, produc- 
tivity, unemployment, and so on—could 
be realistically determined without 
specifying the national magnitudes with 
which local figures must be consistent. 
And, furthermore, within the frame- 
work of the local model the relationship 
between local disposable income and 
local output aggregates requires assump- 
tions as to federal fiscal policies and 
general business financial policies. 

Consequently, the model building ap- 
proach to local revenue forecasting 
necessarily involves the national econ- 
omy. At the present time the technique 
must be to relate the local tax base more 
or less directly to national aggregates, 
with available local data influencing the 
interpretation of the relationship and 
possibly providing additional independ- 
ent variables. A practical illustration 
of this approach is afforded by the New 
York City sales tax. 


NEW YORK CITY SALES TAX BASE 


The New York City retail sales tax 
has been in effect since. 1935 and there 
have been no substantial changes in 
the definition of the base. The tax 
covers resident consumer purchases and 
rentals of tangible personal property, 
and over-the-counter purchases by 
nonresidents. The majority of food and 
medicine purchases are exempt. Some 
items normally classified as services— 
gas, electricity, telephone and telegraphy 
—are subject to the tax, but most serv- 
ices including the rental of real 
property are not taxable. The tax ex- 
tends to business purchases, but follows 
the physical-ingredient rule and includes 
only those items classified as not being 
physically embodied in the final con- 


sumer goods.” 


2 ‘ ‘ ‘ 
* Associated with the sales tax is a compensating 
use tax levied on important purchases by residents 


(footnote cont. next page) 
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Since there are no recurrent data on 
expenditures by type of product for 
New York City residents, the only 
method for estimating the sales tax base 
is from tax collections data as tabulated 
by the Office of the Comptroller. Ad- 
justment of the collection figures for 
the somewhat complex lag between the 
date of sale and the report of collections 
provides data for calendar years during 
which the taxable sales were actually 
made. The base is then approximated 
by dividing the estimated calendar-year 
yield by the tax rate in effect at the 
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sales tax base computed in this manner 
are given in the first column of Table 1. 

As anticipated above, it is difficult to 
establish extrapolative relationships be- 
tween these figures on the sales tax base 
and any relevant series referring to New 
York City’s economy. Even the 
Federal Reserve Index of New York 
City Department Store Sales, which has 
a substantially overlapping coverage 
(although it does include nontaxable 
purchases by nonresidents), shows a 
very erratic relationship to the sales tax 
base, particularly in recent years. This 


TABLE 1 


New York City Sates Tax Base and Retatep AGGREGATES 


(1) (2) 


FRB Index 
of NYC 
Department 
Store Sales 
(1947-—9 = 100) 


NYC Sales 
Tax Base 
(Millions 
of Dollars) 


Year 


1938 
1939 


1940 
1941 
1942 
1943 
1944 


1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 


2,429 42 
2,716 43 
2,825 44 
3,522 49 
3,204 52 
3,613 56 
4,014 62 
4,551 71 
5,635 92 
6,308 100 
6,751 103 
6,618 96 
7,054 98 
6,972 101 
7,078 93 
7,336 91 


*Annual US Population from Bureau of the Census, 
for 1954 from the NYC Planning Commission; for other years 


1950 from Bureau of the Census; 
by interpolation, 

time.” Calendar-year aggregates for the 
from out-of-city sources. See R. M. Haig and Carl 
§. Shoup, The Financial Problem of the City of New 
York, (New York City, June, 1952), 191, 


the coverage is given in greater detail. 


w here 


3 There is no breakdown of collection figures, even 


as between business and consumer purchases, In- 
direct evidence indicates that it is correct to assume 
that a high and stable proportion of the base consists 


of consumer sales. 


National Consumer 
Expenditures in 
Taxable Categories 
(Millions 
of Dollars) 


24,807 
26,866 
29,189 
34,268 
35,414 
38,691 
42,281 
48,029 
60,573 
69,067 
73,084 
73,020 
79,892 
81,916 
83,616 
87,944 


(3) (4) (5) 


National Consumer 
Expenditures in 
Taxable Categories, 
Reduced by 
Population Ratio 
(Millions 
of Dollars) 


Ratio NYC 
Population to 
US Population * 
(Per Cent) 


1,404 
1,521 


1646 
1,926 
1,980 
2,147 
2,330 
2,632 
3,307 
3,723 
3,888 
3,841 
4,154 
4,210 
4,245 
4415 


NYC population for 1930, 1940 and 


relationship is depicted in the first panel 
of Chart 1.* 


4 It is interesting to note that the city sales tax 
base is more closely related to the index for the na- 
for New York City. 


However, in recent years the importance in the na- 


tion as a whole than to that 


tional consumer expenditure aggregate both of total 
department store sales and of consumer sales in New 
York City has been declining. The decline of the 
latter reflects the generally retarded rate of growth 


(footnote cont. next page) 
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An income-payments series for New 
York City residents extending back 
through 1948 is now maintained by the 
New York State Department of Com- 
merce, but the relationship between this 
limited series and the tax base data is 
also quite irregular. Some improve- 
ment might be made by reducing the 
city income payments by the ratio of 
disposable income at the national level 
to national income payments, thus pro- 
ducing a series whose pattern of change 
over time would come fairly close to 
paralleling that of local disposable in- 
come. Such a series might be expected 
to bear a closer relationship to the sales 
tax base than do city income payments. 
However, it would be available for a 
very short period, and the relationship 
would scarcely warrant extrapolation. 

There are other series referring to the 
city area as well as some that are state 
wide which might be helpful, although 
they all have limitations of coverage, 
reliability or duration. Whatever con- 
tribution such series might make to 
establishing a relationship between the 
sales tax base and the local or regional 
economy, there would nevertheless re- 
main the problem of linking the local 
economic series to a national model. An 
alternative, and in this case preferable, 
procedure can be followed which makes 
more direct use of the national data. 


NATIONAL CONSUMER EXPENDITURES 
SERIES 

On the basis of the United States 

Department of Commerce figures on 

Personal Consumption Expenditures by 

Type of Product ° it is possible to obtain 


of income and population in New York City. Con- 


sequently the close correlation between the two series 
does contain a spurious element. 


5See U. S. Department of Commerce, National 
Income Supplement, 1954 edition, p. 206. 
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a series which approximately reproduces 
the New York City sales tax base on a 
nationwide scale. The series is shown 
in column (3) of Table 1 above. All 
expenditures for durable goods except 
ophthalmic and orthopedic appliances 
are included, and all nondurable goods 
except food, tobacco, and drugs. In the 
services category the series includes ex- 
penditures for electricity, gas, other fuel, 
telephone, telegraph, and cable.° 

A preliminary relationship between 
the New York City sales tax base and 
the national series covering consumer 
expenditures in categories taxable in 
New York City is shown in the center 
panel of Chart 1. The relationship is 
satisfactory except for the most recent 
years when the New York City series 
does not keep pace with the national 
one. A regression line computed from 
the data for 1938 through 1949 is 
drawn in to emphasize the recent devia- 
tions. It is generally true that New 
York City has experienced a postwar 
growth that is considerably less than 
that for the nation as a whole, whether 
the measurement is of income, popula- 
tion, or of department store sales. In 
the absence of a suitable income series, 
the deviant trend of New York City is 
most conveniently measured by the 
changing ratio of New York City’s 
population to the national population. 


Column (5) of Table 1 gives figures 
for the consumer expenditures that 


6 Accepting the assumption of footnote 3 that 
business sales tax receipts are a low and stable per- 
centage of the total, it is not necessary for present 
purposes to make an adjustment to cover taxable 
Aside from this there are a num- 
ber of minor discrepancies. 


business purchases. 
For example, restaurant 
meals costing more than $1.00 are taxable; no res- 
taurant meals are included in the series shown in 
column (3). Beer is exempt from the New York 
Ciry sales tax, but other liquor is subject to the tax 
and the entire liquor category is included in the 


serie. 
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represent the sales tax base on a national 
scale, now reduced by the ratio of the 
city’s population to that of the nation. 
These figures are at a level about two- 
thirds that of the actual New York City 
tax base, reflecting the exclusion of the 
business portion of the tax and the fact 
that the nation as a whole has a lower 
per capita income and perhaps a some- 
what lower propensity to consume. 
The relationship between the New 
York City tax base and the reduced 
national series is shown in the final panel 
of Chart 1. Again the regression line 
computed for the 1938-49 period is 
drawn in to emphasize the reduction in 
the deviations for recent years. The 
closeness of fit for regression lines com- 
puted from the complete data and the 
improvement in the fit resulting from 
the use of the population ratio can be 
indicated by the standard error of the 
estimate as conventionally computed. 
The standard error for the relationship 
shown in the center panel is $183 
million, while that for the reduced 
series shown in the third panel is only 
$107 million.’ The sales tax base series 
varies from $2,429 million in 1938 to 
$7,336 million in 1953. A relatively 


7 That is, assuming that the scatter is normal, two- 
thirds of the actual figures would be expected to lie 
within a range of $107 million on either side of the 
regression line. 

Closeness of fit is frequently indicated by the cor- 
relation coefficient, which refers to the proportion of 
the total variance in the dependent variable which is 
“explained” by the relationship. The correlation 
coefficients for both relationships are extremely high 
—.99—but this may be somewhat misleading. All 
the series have a substantial upward movement over 
the period, the 1953 figure in each case being close 
to three times that for 1938; hence the deviations of 
the actual data from the linear relationship have only 
a very the coefficients. The 
elimination of the uptrend in each of the series might 
produce more useful coefficients. The standard er- 
ror of the estimate is suitable here since it suggests 
directly the that might be 


minor influence on 


degree of confidence 
placed in extrapolations. 
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close fit is thus indicated. 

The estimating equation derived from 
the complete data, in millions of 
dollars, is: 


Reduced Taxable 


New York City National Con- 


Tax Base == 1.65 sumer Ex- 


penditures 


The close relationship indicated by the 
scatter implies that taxable expenditures 
by the average New Yorker have main- 
tained a stable linear relationship to ex- 
penditures on similar items by the 
average American. The small positive 
constant in the equation implies that 
per capita expenditures on taxable items 
in New York City have risen a little less 
than proportionately with national per 
capita expenditures, and the pattern of 
the 1948-53 data suggests that the lag 
has increased somewhat in recent years. 
This result is consistent with evidence 
that the gap between per capita income 
in New York City and the average for 
the nation is narrowing.” 


USE OF NATIONAL MODELS 


The final relationship, depicted in the 
third panel of Chart 1, provides the 
necessary link for deriving a forecast of 
the city’s tax base from an income and 
product model constructed exclusively 


in terms of national aggregates. Such 
national income models appear ready- 
made from time to time. With altera- 
tions they can be made to fit assump- 
tions of special interest to local investi- 
gation and ordinarily they offer an 
efficient alternative to constructing a 
completely new model. The remaining 
steps in the process depend on how de- 


8 The ratio of the New York State Department of 
Commerce figure for Income Payments per Capita of 
city residents to the U. §. Department of Commerce 
figure for National Income Payments per Capita has 
fallen from 1.44 in 1948 to 1.37 in 1953. 
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tailed a breakdown of the consumption 
component is included in the national 
model. When detailed figures are in- 
cluded for consumer expenditures by 
type of product, the expenditures in 
taxable categories can be isolated, the 
total reduced by a population ratio 
derived from forecasts that are ordi- 
narily available, and simply substituted 
in the formula. Or the sales tax base 
forecast may be read from the chart by 
extrapolating the line, a procedure 
which allows more flexibility.’ 

If a model is used which provides 
only an aggregate consumption figure, 
estimates of the necessary subcategories 
must be made. The most expeditious 
method is to base the estimate on a 
simple linear correlation of the total 
expenditures in taxable categories with 
the full consumption aggregate. This 
estimate can be based on data for the 


entire period 1929 through 1953 since 
there was apparently little distortion 
of the underlying relationship during 
the war period. However, the correla- 
tion is only fairly satisfactory; the 
standard error of the estimate is $2 
billion, which is rather large; the series 


for taxable consumer expenditures 
varies from $25 billion in 1938 to $88 
billion in 1953,'° 

The credibility of the tax base fore- 
cast would probably be increased if each 
of the categories of consumer expendi- 
tures included in the sales tax base were 
estimated separately on the basis of its 
relationship either to Disposable Income 
or to the Consumer Expenditures aggre- 


® The Twentieth Century Fund has recently pub- 
lished detailed full employment projections for 1960 
in their new survey of America’s Needs and Re- 
sources, by J. Frederick Dewhurst and Associates. 
On the basis of the Dewhurst figures, the projected 
New York City sales tax base for 1960 is $8,980 
million in 1953 prices, which represents a 22 per 
cent increase over 1953. 
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gate and of whatever supplementary in- 
formation is at the disposal of the fore- 
caster. Alternatively, the categories of 
Consumer Expenditures which are ex- 
cluded from the sales tax base may be 
estimated directly, with the total of 
taxable categories derived as a residual. 
The estimating relationships for the ex- 
clusions may actually be more satis- 
factory; for example, the food com- 
ponent, an exclusion, apparently bears 
a stable relationship to aggregate con- 
sumer expenditures—the scatter is close 
even in the war period. 


CONCLUSION 


In general, then, it is possible even 
under present circumstances, for state 
and city fiscal planning to avail itself of 
the techniques of model building—the 
popular offspring of modern aggrega- 
tive economic theory—and to utilize the 
relative abundance of empirical material 
of national coverage. The case of a sales 
tax is, perhaps, an especially favorable 
illustration, but the approach could be 
extended to all important sources of 
revenue and to the expenditures side of 
the budget as well. It is probable that 
local fiscal planning and forecasting— 
and almost certainly the planners and 


forecasters—would improve as a result. 

10 Several models giving consumer expenditures 
only in the aggregate were developed by Gerhard 
Colm and presented in the National Planning Asso- 
ciation’s National Planning Pamphlet No. 81, The 
American Economy in 1960. Using the correlation 
discussed above and Colm’s 
projected New York City tax base in 1953 prices is 
$9,790 million, a 33 per cent increase over 1953. 
This is a considerably larger figure than that derived 
from the Dewhurst data. Colm’s Gross National 
Product projection is somewhat larger than Dew- 
hurst’s, even after allowing for price level adjust- 
ments. But the difference also is the result of the 
assumption of a significantly lower level of taxation 
for the Colm “ adjusted model” than for the Dew- 
hurst projections—again calling attention to the im- 
pact of national tax developments on local revenues. 


“adjusted model ”’, the 





THE HISTORIC RISE IN THE NUMBER OF 


TAXPAYERS IN 


A STATE WITH 


CONSTANT TAX LAW 


LEE SOLTOW * 


PICTURE of the growth in the 
number of taxpayers and their re- 
lationship to the tax rate mechanism in 
producing yields is of value in under- 
standing the volatility of yields and of 
further growth implications. Such a 
picture over a 20- to 25-year period 
under a constant tax law framework is 
shown in the detailed figures of the State 
of Wisconsin. From 1933 to 1951, ex- 
emption and rate schedules remained the 
same, a situation made possible by 
achieving flexibility through the use of 
surtaxes. The definition of taxable in- 
come remained essentially the same. 
During the trend cyclical period from 
1933 to 1951, tax returns increased 10 
times; income assessed and tax yields in- 
creased 20 times; while state income 
payments increased only 5 times and 
the state population increase was rela- 
tively negligible. 
This astonishing growth has followed 
a fairly definite and orderly pattern. 
With the increase in income, and, to a 
much smaller extent, the increase in 
population, the yearly distributions of 
tax returns have moved farther above 
the minimum filing requirement of 
$1,600. Available distributions of in- 
dividuals making over $1,600 net tax- 
able income for the years 1929, 1934, 
1935, 1936, and 1949 are plotted on 
Chart 1. As the chart shows, only a 
small portion of the upper tail was 
above $1,600 in 1934. With increased 


* The author is Assistant Professor of Statistics 
at Ohio University. 


CHART 1 
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Source of Dota: Wisconsin Individual income Tor SHotistics 
Vol. |, various issues, ona unpublished 1949 study 
data, Wisconsin Legislative Council 
income in 1935 over 1934 and 1936 
over 1935, greater portions of the tail 
were above $1,600. Per capita income 
in 1929 was equivalent to per capita 

income in the 1941-1942 period. 

The minimum requirement level cut 
across the yearly distributions at a lower 
level as income increased until by 1949 
it was well below the modal class. It 
can be reasoned that the yearly series 
presented in Table 1 of the number of 
returns with tax liability and the net 
taxable income of these returns should 
in general have the appearance of cumu- 
lative frequency distributions when the 
series are plotted as scatter diagrams in 
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relation to state income payments. 


From 1933 to 1951, net income rose 
from 22 per cent to 69 per cent of state 
income payments, It is estimated that 
the ratio would not rise above 80 per 


TABLE 1 
‘INCOME AND PopuULATION FoR THE WISCONSIN 
InpivipuaL Income Tax AND For Wis- 
CONSIN FROM 1933 To 1951 


State 
Income 
Pay- 
ments 
(In bil- 
lions of 
dollars) 


Number 
of Tax 
Returns 
with Tax 
Liability 
(In 
millions) 


Popula- 
tion of 
Wis- 
consin * 
(In 


millions) 


Net 
Income 
Assessed 
(In bil- 
lions of 
dollars) 


Income 
Year 


1933 93 
1934 1.08 
1935 1.25 
1936 1.48 
1937 1.57 
1938 1.44 
1939 1.51 
1940 1.62 
1941 2.04 
1942 2.57 
1943 3.02 
1944 3.33 
1945 3.48 
1946 3.82 
1947 4.23 
1948 4.63 
1949 4.49 
1950 4.96 
1951 5.63 


3.01 095 20 
3.03 ‘ia 27 
3.04 146 34 
3.06 185 A2 
3.07 233 52 
3.08 207 AY 
3.11 231 53 
3.14 60 
3.13 J B5 
3.05 1,14 
3.01 1.57 
2.97 1.82 
2.94 2.58 
3.13 2.17 
3.21 2.60 
3.26 3.13 
3.32 3.02 
3.44 3.39 
3.46 3.87 


951 
918 
980 
1.079 
Sources: State income payments: Survey of 
Current Business (August, 1950), p. 7 
and (August, 1954), p. 15; Population 
of Wisconsin: Bureau of the Census, 
Provisional Intercensal Estimates of 
the Population of Regions, Divisions 
and States: Series P-25, No. 47 
(March 9, 1951), p. 3 and No. 97 
(August 6, 1954), p. 5, and Vital Sta- 
tistics of the United States, Part 1, 
1942; Tax Data: Wisconsin Depart- 
ment of Taxation, Annual Report of 
the Tax Commission, 1933-1950. 


* Excludes armed forces overseas. 


cent because of deductions and con- 
ceptual differences. The number of tax 
returns as a ratio of the total population 
rose from 3 per cent in 1933 to 31 per 
cent in 1951, representing, roughly, 50 
per cent of the population 21 years old 
and over. 
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It might be assumed that this his- 
torical rise of taxable returns and in- 
come to a point near that of the labor 
force and state income would cause tax 
yields to taper off with future in- 
creases in state income payments. But 
tax yields are a function of income 
brought about by the rate structure as 
it is applied to the income distribution. 
In general, the rate structure causes re- 
peat performances of the rapid rise in 
taxable returns and net income so that 
tax yields, when associated with state 
income payments, can be maintained at 
their past historical rate. 

Chart 2 shows how the process con- 
tinues. The reported number of re- 
turns with tax liability have been 
plotted against state income payments 
in index number form (1949 = 100). 
In 1933, for example, there were 95,000 
returns and state income payments were 
21 per cent of 1949 payments. From 
the available 1949 distribution of re- 
turns by net taxable income, the num- 
ber of returns in various tax brackets 
have been computed for various per- 
centages of 1949 total net taxable in- 
come, assuming a constant Lorenz curve 
or coefficient of concentration of in- 
come.' The various brackets by $1,000 
intervals, from $2,000 to $12,000 for 
example, have patterns which necessarily 
recur. The number of ‘returns above 
$2,000, at 50 per cent of 1949 total net 
taxable income, is the same as the num- 
ber above $4,000 in 1949. The his- 
torical data coincide roughly with the 
number of returns anywhere above 
from $1,200 to $1,600." 


1 Gini’s concentration ratio. 


2 The minimum net taxable income filing require- 
ment was $1,600 for married couples and $800 for 
single individuals. In general, taxable returns ex- 
cluded some couples above the $1,600 level who had 
dependents, and included some individuals with in- 
come to $800. They also included a limited number 
of separate returns as low as zero income. 
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As long as the marginal increase in 
rate from bracket to bracket is approxi- 
mately the same, as was the case in 
Wisconsin,® no one bracket receives un- 


CHART 2 


Tue Historicat Rise IN THE REPORTED NUMBER 
or RETURNS REPEATED BY MEANS OF 
THE RATE MECHANISM 
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5 
Percentage of 1949 net taxable income or 1949 
state income payments 
Source: See TABLE 1 


due weight and yields increase in the 
same ratio as the number of returns 
with respect to state income payments, 
since the amount of income is propor- 
tional to the number of returns in each 
bracket. 

It has been argued that the number 


3In Wisconsin tax brackets were by $1,000 inter- 
vals up to $12,000 with rates of 1.00, 1.25, 1.50, 
2.00, 2.50, 3.00, 3.50, 4.00, 4.50, 5.00, 5.50, 6.00 
and 7.00 per cent. The larger weight of the first 
bracket was nullified in part because exemptions were 
in tax dollars. 
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of taxpayers who have taxable income 
increases from year to year as income 
increases in the definite pattern of a 
cumulative curve, and that this pattern 
is repeated many times. The repetition 
comes as state income becomes larger, 
and the number of taxpayers who have 
income in higher tax brackets increases 
yearly. If tax brackets are evenly 
graduated along the income scale, an 
orderly and uniform scheme occurs in 
which each pattern takes its turn in 
relative importance of rapid rise and 
tapering. 

An average of the various slopes 
shown in Chart 2 approximates the slope 
by which tax yields increase with re- 
spect to state income payments. Tax 
yields for any year, if marginal increases 
in tax rates are constant, are a direct 
function of the addition of taxpayers 
from all of the various brackets. If the 
number of returns in each $1,000 tax 
bracket, from $2,000 to $12,000, are 
added for each level of income, a series 
is obtained which is a straight line with 
a slope of 2.4 when it is associated with 
state income.‘ A given percentage in- 
crease in state income can at least 
double the percentage increase in in- 
come tax yields if there is effective ad- 
ministration and no undue tax rate 
weight is given to lower bracket in- 
come. 

4In Y 


b = 2.4. 
come tax yields from 1933 to 1949 have b 


aX” in which X is the variate income, 
In the case of Wisconsin, individual in- 
= 1.92 
This 
can be approximated using tax returns if the number 
of returns in the $1,000 tax bracket are added to 
those from $2,000 to $12,000 in the 
above. 1.86. 


when associated with state income payments. 


illustration 


In this case b 





UTILITY PROFITS: A SUBSTITUTE FOR 
PROPERTY TAXES * 


MARSHALL R, COLBERG + 


ANY cities in the United States re- 

ceive substantial revenue in the 
form of “ profits” from the sale of 
electric power and other utility services 
furnished by municipally-owned facil- 
ities. The Bureau of the Census reports 
that in 1953 69 cities in the United 
States owning electric utility plants re- 
ceived revenue from this source of 
about $298 million compared with asso- 
ciated current operating expense and in- 
terest of approximately $175 million.’ 
Large profits were also realized by mu- 
nicipalities furnishing water as well as 
electricity. (Smaller profits were made 
by 22 cities on selling gas, while 17 
cities Owning transit systems incurred 
losses, in the aggregate, on this ac- 
count. ) 

In Florida, for example, utility prof- 
its are a very common and a very con- 
siderable source of municipal revenue. 
In 1950, Florida cities transferred an 
average of 22 per cent of total revenue 
from municipally-owned utilities to 
general funds.* Four cities transferred 
over 30 per cent of utility revenue—de- 
rived mainly from the sale of electric 

I am indebted to my colleagues J. M. Buchanan, 


J. W. Milliman, and W. P. 
valuable suggestions. 


Dillingham for several 


+ The author is Professor of Economics at Florida 
State University. 


1U. §. Department of Commerce, Bureau of the 
Census, Compendium of City Government Finance 
in 1953, p. 72. 


2 Wylie Kilpatrick, Revenue and Debt of Florida 
Municipalities and Overlying (Uni- 
versity of Florida, Bureau of Economic and Business 
Research, 1953), p. 49. 
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power—to general funds. In the fiscal 
year ended February 28, 1954, the city 
of Tallahassee obtained about one half 
of its general fund receipts from profits 
on the sale of utility services from mu- 
nicipally-owned facilities. The reliance 
of Florida cities on utility profits is 
traceable, in part, to the $5,000 home- 
stead exemption which removes a great 
deal of owner-occupied real property 
from the tax base.° 

In large part, however, this practice 
appears to have grown as a matter of 
expediency—it is an easy way to raise 
revenue; the citizens are unlikely to be 
fully aware of the amount or even the 
existence of the indirect tax involved in 
high utility rates; and monthly bills 
provide a handy way of speading out 
the impost over the year. Serious social 
diseconomies and inequities, however, 
are involved in this method, and these 
will be examined in some detail in this 
paper. Certain advantages of the sys- 
tem will also be cited. 


The persistence of deficit financing 
on the part of the federal government 
in recent decades, and the consequent 
reliance on inflation as a means of in- 
direct taxation, appears to reflect an 
unfortunate trend on the part of legis- 
lators to conceal the real cost of govern- 
ment. State governments, to the ex- 


% Harold M. Groves, Financing Government (New 
York: Henry Holt and Company, 1954), p. 85. 

The homestead exemption in Florida exceeds that 
of any other state, except Mississippi. 
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tent that they rely on bond issues— 
especially those sold to the banking sys- 
tem—add their weight to this modern 
tendency of taxation by indirection. 
At the local level the reliance on utility 
profits as a means of financing general 
expenditures makes its appearance as 
part of this same tendency. 

The practice of pricing utility serv- 
ices high enough to earn substantial 
profits is directly opposed to the prin- 
ciple of marginal cost pricing. Sugges- 
tions made by Dupuit and Marshall 
were developed by Wicksell, Hotelling, 
and others into the thesis that the social 
welfare is promoted by pricing at mar- 
ginal cost those goods and services pro- 
duced under conditions of short-run de- 
creasing average cost.‘ If this means 
charging a price below average cost, the 
activity, it has been argued, may prop- 
erly be subsidized out of tax revenues 
(or voluntary contributions from those 
benefited) to the extent necessary to 
make possible the eventual replacement 
of the fixed capital employed. Munici- 
palities which defray part of their costs 
of general governmental activities by 
diverting utility profits to the general 
revenues are following an opposite, and 
much less defensible, policy. 

From a short-run point of view, one 
result of a profit-making price policy is 
underutilization of the utility-produc- 
ing capacity. Cost per unit could be 
lowered by expanding output. Addi- 
tional output could be produced which 

4For an excellent discussion of the history of 
marginal cost pricing theory see Nancy Ruggles, 
“The Welfare Basis of the Marginal Cost Pricing 
Principle ” 
of Marginal Cost Pricing,” The Review of Economic 
Studies, Vol. XVII (1949-50), 29-46 and 107-126. 

For a discussion of Wicksell’s contribution to this 
theory see James M. Buchanan, “ Knut Wicksell on 
Marginal Cost Pricing,” Southern Economic Journal, 
October 1951, pp. 173-178. 


and “ Recent Developments in the Theory 
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would have a greater value than that of 
the additional resources which would 
be used by such production. If the mu- 
nicipality should attempt to maximize 
net revenue from a utility operation it 
would equate marginal cost and mar- 
ginal revenue, charging a pure monop- 
oly price. (So far we are assuming a 
single price, neglecting the possibility of 
price discrimination.) In practice, city 


government is unlikely to go this far, 
but it is apparent that the direction of 
the misallocation of resources is similar 
to that engendered by private monopoly, 


From a long-run point of view, also, 
diseconomy in the utilization of re- 
sources is promoted by the policy of 
pricing so as to earn profits from mu- 
nicipal ownership of utilities. The size 
of the plant tends to be restricted un- 
necessarily since the unduly high prices 
charged make it possible to get along 
with smaller plant capacity. In a situa- 
tion of decreasing long-run cost the 
smaller plant incurs higher production 
costs, 

In summary, the effect of above- 
average cost pricing of municipally- 
provided utility services is to distort 
both the long-run and short-run use of 
resources. Utility plants of less than 
appropriate size tend to, be constructed 
for the demand which exists; this usu- 
ally increases average production costs 
and gives rise to a situation in which 
the real income of society could be ex- 
panded by allocating more capital to 
this activity. Also, even the inadequate 
plant which is built tends to be under- 
utilized. Even if one does not accept 
the marginal cost pricing thesis it is evi- 
dent that there is a misallocation of re- 
sources when utility services are priced 
so as to bear more than the ¢ofal cost of 


their provision. Underallocation of 
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capital and labor to the utility and 
other fields of private expenditure and 
overallocation to other municipal ac- 
tivities is the result. 


The danger of unregulated private 
ownership of utilities, which are natural 
monopolies, has long been recognized, 
but the possibility that unduly high 
utility rates may be charged under pub- 
lic ownership has not elicited wide- 
spread concern. According to a Federal 
Power Commission report’ in only 
eleven states did public commissions 
have the power to regulate utility prices 
charged within city limits by munici- 
palities, and even these commissions did 
not make much use of their powers.° 
Assuming that the state regulatory 
commissions are willing and able to ex- 
ercise fully independent and expert 
judgment regarding utility rates set by 
municipal owners, it appears desirable 
that they have this jurisdiction.’ 


Utility profits make it possible for 
many cities to hold down the property 
tax level, especially on real estate. 
While real estate taxes are open to ob- 
jections on several grounds, their effect 
on resource allocation appears to be con- 
siderably less adverse than that of 
above-average-cost pricing of utility 
services. Since the former are assessed 
against capital value rather than out- 
put, real estate taxes do not greatly af- 


5 State Commission Jurisdiction and Regulation of 
Electric and Gas Utilities (Washington, 1941), pp. 


22-27. 


6 Emory Troxel, Economics of Public Utilities 
(New York: Rinehart and Company, 1947), p. 682. 


7 The Tennessee Valley Authority functions, in 
effect, as a regional public regulatory body with 
respect to utility rates set by municipalities, counties, 
and co-operatives on power purchased from TVA 
since resale rates are specified in the contracts. This 
tends to prevent municipal profitmaking on electric 
power sales. 
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fect the short-run rate of property use 
which is already in existence. As a 
long-run matter the construction of 
residential and commercial buildings 
will be restricted in some degree by the 
existence of property taxes. However, 
since real estate taxes pay for the added 
cost of [the associated] streets, street 
lighting, sewers, police and fire protec- 
tion, and other nonrevenue-raising pub- 
lic activities they improve rather than 
worsen the allocation of resources. It is 
probable that additional real estate tax 
income does not, in most cases, cover 
the cost of the extension of such public 
facilities to new suburban develop- 
ments. The over-all allocation of re- 
sources can, in that case, be improved 
by somewhat retarding the rate of de- 
velopment of suburban areas by forcing 
the potential owners more nearly to pay 
the full costs associated with the provi- 
sion of additional nonrevenue-earning 
public facilities. 


Ill 


The earlier discussion of the effects of 
the practice of charging profitable util- 
ity rates on resource allocation assumed 
that a single price was applicable to all 
units sold. Actually, ‘ block rates,” a 
form of price discrimination, are ex- 
tremely common for electrical units, the 
chief commodity on which many mu- 
nicipalities earn profits. In situations 
where profitable sale at a single price 
would not be possible, price discrimina- 
tion can be defended as a method of 
raising total revenue up to the level of 
total cost. This situation, however, is 
not likely to exist in the provision of 
electric power. Instead, price discrimi- 
nation is apt to be primarily a device 
for increasing profits above the level 
which could be obtained by charging a 
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single price. E. W. Clemens * has main- 
tained that price discrimination based 
on the amount purchased is a much 
more practical means of pricing utility 
services than marginal cost pricing, and 
one by which the same result can be ac- 
complished without the use of a sub- 
sidy. In order to achieve the same re- 
sult with respect to output, however, a 
block rate system would have to cause 
each consumer to purchase as much of 
the service as he would buy at a single 
price determined by marginal cost. It 
does not appear possible to devise a 
block rate system which would have 
this effect. 

Even if it were possible to devise such 
a system of block rates, the welfare ef- 
fects would not be the same as those 
achieved by marginal cost pricing. 
James M. Buchanan ® has shown that a 
system of quantity discounts—that is, a 
system of price discrimination based on 
volume purchased by the individual— 
reduces the welfare of the individual by 
forcing him to buy more of the com- 
modity than he would wish at a single 
price representing the same average 
price to him. This results in a transfer 
of real income from the buyer to the 
seller. In the case being considered, this 
becomes a transfer of real income from 
utility users to users of other munici- 
pally-provided services. 

In addition, there appears to be little 


question that a system of price discrimi- 
nation based on the quantity purchased 
is regressive when compared with real 


SE. W. 
creasing Cost 
view, December 1941, pp. 794-802; also, Economics 
and Public Utilities (New York: Appleton-Century- 
Crofts, Inc., 1950), Chapter 11. 


Clemens, “ Price Discrimination in De- 


Industries,” American Economic Re- 


9 James M. Buchanan, “ The Theory of Monopolis- 
tic Quantity Discounts,” The Review of Economic 
Studies, Vol. XX (3), No. 53, pp. 199-208. 
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estate taxes. It has been argued ™ that 
block rate schedules make marginal cost 
rates available to all customers provided 
they use enough service. This is not a 
convincing defense of discriminatory 
pricing in that the poorer families sim- 
ply do not have enough residential 
“plant capacity” or income to make 
possible the use of large quantities of 
electrical energy for which marginal 
rates are low. 

A further objection to utility profits 
as a means of raising municipal reve- 
nues is quite different in nature. This 
relates to their effect on individual in- 
come tax liability. To the extent that 
municipalities substitute utility profits 
for levies which are generally recog- 
nized as local taxes, they prevent these 
amounts from being taken as deduc- 
tions by the individual in the computa- 
tion of his federal income tax liability. 
This can be considered to be a violation 
of Sidgwick’s principle of equity—that 
similar and similarly situated persons 
ought to be treated similarly by the 
public authorities. Thus, two individ- 
uals who are equal in income, family 
status, and other pertinent respects (in- 
cluding the amount of their contribu- 
tion to municipal revenue) will pay un- 
equal amounts of federal income tax if 
one resides in a city which finances by 
means of traditional taxes while the 
other lives in a city which secures part 
of its revenue from utility profits. 

Actually, there seems to be no theo- 
retical justification for allowing state 
and local taxes to be taken as deduc- 
tions in the computation of net income 
for purposes of income taxation. To 
the extent that taxes are assessed on a 
“ benefit ” basis they should be consid- 
ered by the taxpayer as proper payment 

10 Bf, 
. 258. 


W. Clemens, Economics and Public Utilities, 
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for publicly-provided services. To the 
extent that they conform with the 
“ability” principle they constitute a 
deliberate effort on the part of the pub- 
lic authorities to redistribute income. 
There appears to be no reason for the 
federal government to allow credit to 
those who lose income in this process, 
especially when the federal income tax 
itself is a major device for redistribut- 
ing income to whatever extent the leg- 
islative officials deem equitable.'' So 
long as the federal law permits a deduc- 
tion for taxes paid, however, inequity is 
involved in financing municipal activ- 
ities in part through profits on the sale 
of utility services. 


IV 
the 


In summary, rather common 


practice of raising a portion of munici- 
pal revenues by means of “ profits” on 


the sale of utility services provided by 
publicly-owned facilities is open to ob- 
jection on several scores. 

First, it is part of a trend toward 
concealing the actual cost of govern- 
ment. Most consumers believe high 
utility rates are attributable to the high 
cost of producing service rather than to 
an indirect collection of taxes. Con- 
sumers, therefore, are forced to buy 
more government services than they 
realize. 

Second, the system constitutes just 
the reverse of the quite widely-sup- 
ported marginal cost pricing thesis. 
Whereas it can plausibly be argued 
that social economy may be achieved by 
subsidizing the production of utility 


11 Similarly, there appears to be no good reason 


for allowing a deduction for interest paid. Pre- 
sumably this is merely payment for capital services 
purchased and does not differ in basic nature from 
any other sort of purchase. 


in part from the ancient belief that interest taking 


The practice may stem 


is essent ially immoral. 
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services which are provided under con- 
ditions of decreasing cost, utility profits 
are used to subsidize other activities of 
government. 

Third, although a well-devised sys- 
tem of block rates can do much to pre- 
vent the underutilization of capacity 
which would otherwise accompany a 
profit-making policy, any such system 
of quantity discounts has the effect of 
reducing real income by forcing buyers 
to devote too much of their money in- 
come to that field of consumption. 

Fourth, the system of high average 
block rates provides, in effect, a highly 
regressive local tax since the lower in- 
come families are not equipped with the 
appliances needed to use a sufficient vol- 
ume of utility services to qualify for 
low marginal and average rates. 

Fifth, utility profits are usually a 
means of holding down property taxes. 
However, it appears that a socially use- 
ful check on the rapid development of 
suburban communities could be pro- 
vided by higher, rather than lower, real 
estate taxes in relation to other imposts 
since these levies do not appear to be 
paying the additional costs of the non- 
revenue-raising public facilities which 
are required by suburban growth. 

Sixth, the municipalities which rely 
on utility profits as a general source of 
revenue are depriving residents of an in- 
come tax deduction which they should 
have under present federal law. 

On the other side, it can be said that 
monthly bills provide a handy way of 
collecting a tax and spreading the bur- 
den more or less evenly over the year. 
Also, suburban dwellers can be forced 
to contribute to the municipal revenues 
since utility lines often reach outside 
the jurisdiction of the city tax collec- 
tors. This is not always equitable, how- 
ever, since a utility system of wide geo- 
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graphic coverage may impose a greater 
levy on the more distant dwellers than 
is justified by their use of city streets, 
lighting and other nonrevenue-raising 
facilities. This can be done with politi- 
cal impunity since out-of-town users do 


not vote in the city elections whereas 
city dwellers, whose property taxes are 
held down, do have the right to vote. 
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A better solution, in theory at least, 
would be to extend the geographical 
boundaries of municipalities so that 
taxes could readily be collected from 
those who make substantial use of non- 
revenue-raising city facilities and per- 
mit those from whom taxes are collected 
to participate in the election of the tax- 
ing authorities. 








INTERREGIONAL TRADE AND STATE 
EXCISE TAXES 


EARL R. ROLPH * 


TATES currently impose a variety 

of sales and excise taxes, some of 
which are taxes upon commodities that 
originate partly or wholly outside the 
state. State taxation of cigarettes illus- 
trates such a case. Cigarette produc- 
tion is concentrated within a few states, 
and taxes, sometimes very heavy taxes, 
are levied upon their sale in others. 
The topic to be investigated here is the 
effects of taxes of this sort upon the 
state’s imports, exports, and relative 
price levels, and the pattern of income 
distribution. Although the analysis 
will be developed by reference to state 
cigarette taxation, the results are in- 


tended to apply to any tax on commod- 
ities sold within one state that originate 
outside its boundaries. 


Consider one state that imposes a 
substantial tax upon cigarettes and let 
it be assumed, as state officials appar- 
ently do assume, that the demand for 
cigarettes is highly inelastic. Then, if 
the price of cigarettes to sellers within 
the state is given, the price of cigarettes 
paid by consumers rises by an amount 
equal to, or possibly more than, the tax. 
In either event, consumers within the 
state spend more dollars for cigarettes, 
the state increases its revenue by an 
amount equal to the tax per unit multi- 
plied by the number of units sold, and 
the imports of cigarettes decline some- 
what, possibly very little, as long as the 
elasticity is greater than zero. 

* The author is Associate Professor of Economics, 
University of California, Berkeley. 


One train of consequences flows from 
the assumed low elasticity of demand. 
If people are prepared to maintain their 
consumption of cigarettes, they forego 
expenditures in other directions. Tastes 
of a pattern that result in an insistence 
to consume almost the same quantity 
of one commodity imply that some 
quantities of other articles are treated 
as casual constituents in the consumer’s 
budget. Such articles may be other 
commodities in general or they may be 
a narrow group. A smoker, confronted 
by a higher price for cigarettes, may act 
just as if a sum of money were removed 
from him and curtail his expenditures 
in all other directions, or he may con- 
centrate his economy on, say, his chil- 
dren’s allowances, thus reducing the de- 
mands for movies, candy, and yo-yo’s. 
In either event, those who supply these 
other articles find the demand for them 
reduced, and, whether these suppliers 
adjust their prices downward or not, 
they find their money incomes lower. 
These groups will be likely to consist 
mainly of those who produce for sale 
within the state, because expenditures 
of the public for locally produced items 
are almost invariably greater than ex- 
penditures for commodities imported 
from outside.’ But some of the cur- 
tailment of demand by smokers may be 
directed to other imports of the state. 
The incomes of out-of-state producers 


1 The state of Nevada might be an exception to 
this observation, especially if the expenditures of 
travelers and divorcees are viewed as payments for 


exports. 
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of such items therefore also fall. To- 
gether with the reduction in the dollar 
sales realized by cigarette companies, 
this factor assures that outside groups 
obtain a smaller flow of dollar payments 
from people in the taxing state. 

Exports from the state may be im- 
mediately affected also, especially if 
some of the products that smokers are 
prepared to demand less of are items 
that are both locally consumed and ex- 
ported. The export market becomes 
relatively more attractive, and on this 
account alone exports may increase. If 
the demand for these products in other 
states has an elasticity of more than 
one, and this is extremely likely if the 
commodities in question are of great 
variety and many are produced in other 
states, the “favorable” balance of 
trade of the state with all others in- 
creases on this account also. 


The tax affects the balance of trade 


of the state with other states. The rest 
of the country experiences some loss of 
receipts from the taxing state as already 
noted. In terms of dollar asset hold- 
ings, the taxing state gains at the ex- 
pense of the remainder of the country.” 
This increase in assets within the state 
accrues mainly to the state government 
itself. The tax upon cigarettes pro- 
vides it with more revenue. Part of 
this revenue has a counterpart in the fi- 
nancial loss of those producers within 
the state who supply products that 
smokers are prepared to forego rather 
than reduce their consumption of ciga- 
rettes. But some part of this revenue 
has a counterpart in the financial loss 
of producers of cigarettes and of other 
imports. In addition, there is some 


2 There may be some loss by other countries as 
well. The international repercussions of state tax 


ation are here ignored. 
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gain in assets because of the increased 
quantity and value of the state’s ex- 
ports. 

People resident in other states, being 
placed under financial pressure, now re- 
duce their expenditures for current 
output, including the exports of the 
taxing state. To the extent that prices 
are sensitive to small changes in de- 
mand, the prices of goods and services 
produced in these states fall. Within 
the taxing state, there being a net gain 
of assets from other states, aggregate 
expenditures are higher and prices tend 
to rise within the state. The specific 
groups whose expenditures increase may 
be the state government itself if the 
added tax is accompanied by equal gov- 
ernment expenditures, or it may be pri- 
vate groups if the state government im- 
poses the tax and reduces some other 
tax or taxes, leaving its revenue un- 
changed. In the latter event, the pri- 
vate groups who are in a position to in- 
crease their expenditures cannot be 
identified without knowledge of the 
specific taxes that are reduced and of 
the financial incidence of these taxes. 
But except in the special case of a state 
imposing a Cigarette tax to increase its 
cash balance permanently, the increase 
in asset holdings within the state as- 
sures some over-all increase in expend- 
itures within the state. 

The latter adjustment tends to offset 
any stimulating effect upon the state’s 
exports since some of this additional 
money will be directed to purchasing 
such items and retaining them within 
the state. It also tends to increase the 
demand for imports, thereby offsetting 
more or less the initial decline in the de- 
mand for imports arising from the 
small reduction in the dollar value of 
cigarette purchases computed before tax 
and whatever reduction in demands for 
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imports resulted from smokers econo- 
mizing on these items. There is some 
presumption that imports other than 
taxed imports will increase. Any ini- 
tial curtailment of nontaxed imports is 
a consequence of smokers reducing 
their demands for such items. Against 
this negative influence is the reduction 
in prices of imports arising from the 
deflation in the remainder of the coun- 
try, and the increase in demands within 
the state because of greater state ex- 
penditures or greater expenditures of 
former taxpayers if other taxes are re- 
duced. 

Exports will definitely fall provided 
that the added expenditures within the 
state are spread over commodities in 
general including exportable items, be- 
cause the deflation in the rest of the 
country deflates the demands for the 
state’s exports, creating an incentive to 
sell more of these products at home. 
The possibility of one state exploiting 
the rest of the country is therefore a 
real one. By taxing imported items 
that its residents are not prepared to 
give up (at least not by much), a 
state creates a setting that tends to 
maintain its imports while discouraging 
its exports. 


The financial burden of a tax on 
imported commodities, when demands 
for them are inelastic falls upon two 
groups located in the taxing state: 
(1) those who produce commodities 
within the state that smokers are pre- 
pared to sacrifice and (2) producers of 
exports to the remainder of the coun- 
try. What one group does not bear, 
the other does. This observation may 
be seen readily if the demand for ciga- 
rettes is viewed as having a zero elastic- 
ity and if the entire impact of the re- 
duction in expenditures in other direc- 
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tions consists of items that are locally 
produced and consumed. Then there 
need be no effects of the tax upon in- 
terregional trade.® The added govern- 
ment expenditures or the added private 
expenditures of other taxpayers whose 
load has been lightened are at the ex- 
pense of the expenditures of producers 
of home products. To the extent, how- 
ever, that smokers economize on ciga- 
rettes and economize upon other im- 
ports, the initial burden is to that ex- 
tent removed from producers at home 
and placed upon “ foreigners.” The ad- 
justment of the “ foreigners ” takes the 
form of reducing their demands for the 
state’s exports, and, in this way, throw- 
ing the tax burden back on residents of 
the state. In addition, however, there 
is some net increase in assets within the 
state because of the more favorable bal- 
ance of trade, increasing demands all 
around. Exporters as exporters do not 
share in this inflation because the de- 
mands for their products are deter- 
mined by events outside the state. 
They lose in the relative sense as well as 
absolutely because they cannot share in 
the income inflation within the state. 


The effect of a tax upon an imported 
article has thus far been examined un- 
der the assumption that only one state 


taxed the article. Actually, there is in 
this country a strong tendency for 
states to imitate one another’s revenue 
devices. The taxing of cigarettes has 
now extended to forty-one states, and 
California appears likely to be added to 
the list soon. Taxation of gasoline is 
universal among the states. One might 
be inclined to think that the effects of 
such taxation upon interregional trade 
would be offsetting. However, such a 

3 With the exception of the possibility that those 


producing for the home market may, because of their 
reduced income, produce for the export market. 
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conclusion is unwarranted. 

If all states tax a product, so long as 
the demand in each state has some elas- 
ticity, the demand for the product at 
the points of production is reduced. If 
the industry is competitive, the lower 
demand is accompanied by lowered 
prices as well as lowered output. If the 
industry is a tight oligopoly, the price 
policy may be geared almost entirely to 
considerations relating to potential en- 
try. In this event producers may adopt 
an invariant price policy before tax in 
the face of higher out-of-state taxation 
of its product. In either event, there 
is some loss of income by the companies 
themselves, some reduction in demands 
for resource services, and thus some re- 
duction in the income of local groups. 
The regional adjustment to this is a re- 
duction of their demands for the prod- 
ucts of other regions, and in this way 
they throw back the burden of the tax 


upon the industries of the state levying 


such taxes. Their own real position 
need not be impaired unless, as may 
well be the case, the tax worsens their 
terms of trade with other regions. But 
it is this worsening of the terms of 
trade, rather than simply the adverse 
financial consequence, that matters in 
an assessment of how members of pro- 
ducing states fare as a result of taxes 
upon their products in other states. 
Through this adjustment, the exports 
of taxing states are reduced, thus tend- 
ing to reduce trade between producing 
states and all others. 


The type of tax under consideration 
is similar to federal import duties. 
Usually no thought of protection of 
local industries appears to motivate the 
adoption of state taxes of this sort. Yet 
this possibility exists as long as there 
are any commodities that people treat 
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as substitutes for taxed imports. Local 
transit may be treated by some groups 
as a substitute for gasoline. For some, 
chewing gum may be a substitute for 
cigarettes. What commodities are sub- 
stitutes depends upon individual tastes. 
To the extent that consumers treat 
some other commodities as substitutes 
for taxed imports, local suppliers of 
these items are protected in the sense 
that the demand for their products is 
raised. When some groups demand less 
of the taxed import and demand more 
of locally produced articles, a greater 
financial loss is initially thrown upon 
sellers in the producing state and a fi- 
nancial gain is presented to the local 
producers of substitutes. The adjust- 
ment in the producing states in the 
form of lowered demand for imports 
places the financial burden of the im- 
port tax upon the exporters in the tax- 
ing states. Conceivably they may be 
able to shift part of this burden by pro- 
ducing commodities for the home 
market in place of exporting. If they 
do, they spread the burden to a wider 
group. 

As is well known, the presence of 
close substitutes makes the demand for 
a product more elastic. When states 
select for taxation imports whose de- 
mands are elastic (e > 1), not only is 
some protection being given to some 
local industries, but trade among states 
will be markedly affected. Imports of 
taxed items will decline because the 
quantity demanded at the higher prices 
induced by the tax will be small in re- 
lation to the volume demanded in the 
absence of taxation. Exports will de- 
cline because the initially induced fa- 
vorable balance of trade resulting from 
the decline in the value of imports in- 
duces a reduction in money demands 
for products in the remainder of the 
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country, and this adjustment reduces 
the exports of the taxing state. In 
other words, state taxes upon products 
Originating in other states have effects 
similar to those of import duties. 
When the demands for imports within 
the state and the demands for exports 
by members of other states are highly 
elastic, state taxes upon imports are 
likely to diminish interregional trade 
substantially. 


Empirical studies of the incidence of 
excise taxes have been based upon the 
supposition that the buyer of the taxed 
article “ bears” the tax.* It is believed 
that users of tobacco pay a price higher 
by an amount equal to or greater than 
the tax, and the conclusion that the 
consumer of tobacco “ bears” the tax 


then follows, usually without further 
argument. This approach to the prob- 


lem has the merit of simplicity, but it 
has the demerit of neglecting the fact 
that the economic world is an intercon- 
nected one. It is not sufficient to estab- 
lish that a tax raises the price of a taxed 
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article. Demands for products are in- 
terdependent, and so are the relative 
costs of production. The relations be- 
come even more complex when atten- 
tion is focused upon the interregional 
aspects of state taxation. The financial 
burden of a set of state duties falls upon 
the state’s exporters and upon certain 
suppliers of locally produced and con- 
sumed articles, It is a mistake then to 
allocate the burden to smokers as such. 

A more complete investigation would 
assess the effects of all types of state and 
local taxes upon a state’s trade with 
other states. More theoretical and em- 
pirical research in this direction may 
help fill a present void in our knowl- 
edge of the effects of state and local 
taxation, including the “ incidence ” of 
such taxes. 


4 Warren A. Law, for example, in a recent article 
allocates the “ burden” of tobacco taxes to smokers 
on the basis of the amount of their expenditures 
upon taxed tobacco products, including the costs of 
collection in the form of dealer discounts. When 
arrayed by income classes, tobacco taxes are found 
to be proportional up to $3,000 of personal income 
and regressive at higher levels. See his 
“Tobacco Taxation in the Revenue System,” Na- 
tional Tax Journal, December, 1953, pp. 272-273. 


article, 





NOTES ON TAX EXEMPTION AND DEVELOPMENT 


BRITTON HARRIS * 


RECENT article in this Journal 

by Dr. Milton C. Taylor,’ raised 
some interesting and important prob- 
lems regarding the function and appro- 
priateness of industrial tax exemption 
in economic development, with specific 
reference to Puerto Rico. In the opin- 
ion of the author, Dr. Taylor, although 
making a comprehensive survey of 
many of the issues involved, did not 
adequately come to grips either with the 
central problems of development or 
with their policy implications. His re- 
sulting judgment of tax exemption may 
therefore have been based upon incom- 
plete or inaccurate premises. 

More than three-fourths of the popu- 
lation of the world—nearly two billion 
people—live under conditions of rela- 
tive poverty because of historical condi- 
tions which have retarded their rate of 
economic development below that of 
the western nations during the past two 
centuries. Puerto Rico shares the char- 
acteristic difficulties of many of these 
underdeveloped areas in having a pre- 
dominantly agricultural economy, a 
scarcity of capital, and a high level of 
unemployment and underemployment. 
It differs from many other underdevel- 
oped areas in its close integration with 


* The author is at present with the Institute for 
Urban Studies, University of Pennsylvania. During 
four years in Puerto Rico, he was a member of the 
the Puerto Rico 
Board, and for over two years Director of Economic 
Research for the Economic Development Administra- 
tion. 


Economic Division of Planning 


1Dr. Milton C. Taylor, “ Industrial Tax Exemp- 
tion in Puerto Rico,” National Tax Journal, 1954, 
pp. 359-371. 


the U. S. economy, its relatively high 
levels of income already achieved, and its 
not being a fully sovereign state. Since 
Puerto Rico is, however, largely sover- 
eign in tax matters, it provides a par- 
ticularly valuable case study along the 
lines suggested by Dr. Taylor. Because 
its tax programs are oriented partly to- 
ward the attraction of U. S. capital, the 
applicability of any conclusions is some- 
what blunted for areas where the migra- 
tion of capital across national bound- 
aries is involved. 

It is helpful to regard the accumula- 
tion of productive capital as the core of 
the problem of development. Such ac- 
cumulation need not necessarily be di- 
rected toward industrialization, al- 
though in most areas it is clear that the 
marginal efficiency of capital is much 
higher in the industrial sector of the 
economy than in others and that the op- 
timal use of resources suggests directing 
investment into this channel. The same 
conclusion is reached from a considera- 
tion of the possible sources of capital 
funds which may be generated within 
the economy. Profits, interest, and 
rents generated in the agricultural and 
commercial sectors of underdeveloped 
economies notoriously find their way 
into conspicuous consumption, land 
speculation, and foreign investment; 
very little is invested in directions 
which would raise domestic productiv- 
ity and increase output. Personal sav- 
ings out of wages and salaries is low or 
negative. As Dr. Taylor has suggested, 
inequality of income may lead in gen- 
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eral to a more rapid accumulation of 
capital, 

In the development of the western 
economies, however, the main source of 
capital funds has gradually shifted from 
the land-owning and commercial sectors 
of the economy to the manufacturing 
and financial sectors. Despite Dr. 
Taylor’s references to the long-estab- 
lished nature of progressive taxation, it 
was not until World War I that pro- 
gressive taxation of personal income im- 
pinged upon this potential source of in- 
vestment funds, and the corporate 
income tax did not assume major im- 
portance prior to the depression years, 
It therefore may be regarded as an 
established fact that manufacturing 


profits are a major potential source of 
investment funds for developing econ- 
omies, and that progressive taxation 
may, under certain circumstances, tend 


to divert funds from such investment. 
This depends upon existing investment 
habits and the purposes for which gov- 
ernment expenditures are to be made. 

A second major source of develop- 
ment funds upon which increasing re- 
liance is placed today is the interna- 
tional flow of capital. Where such 
flows take the form of government bor- 
rowing, either from private investors or 
from other governments or interna- 
tional agencies, the tax policies under 
discussion are largely irrelevant, al- 
though they may affect the ability to 
repay. If, however, private equity in- 
vestments or private foreign loans to 
private domestic investors are being 
considered, tax policies may be of major 
importance. Here it must be empha- 
sized that existing international agree- 
ments and national policy limit the ex- 
tent to which one area may confer tax 
benefits upon a foreign investor, inas- 
much as his profits (whether withdrawn 
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or not) are apt to be taxable in the 
country of his domicile. The cases in 
which this difficulty can be overcome 
may not be important at present, al- 
though U. S. investment in Puerto Rico 
clearly presents such a case. Under 
pressure from underdeveloped areas, 
however, more and more concessions 
may be anticipated in this direction by 
the developed countries. 

When a country has decided upon a 
program of development and is at- 
tempting to put it into effect, there are 
perhaps two major policy decisions 
which must be made before the desir- 
ability of tax exemption can usefully be 
evaluated. In the first place, a decision 
must be made as to the level of direct 
government participation in develop- 
ment through the ownership and man- 
agement of productive facilities. Be- 
cause national development has lagged 
so far in many areas and because alter- 
native investment opportunities outside 
of the underdeveloped areas remain so 
attractive, many nations have to a 
greater or less extent despaired of chan- 
neling local private profits into invest- 
ment, and rely in part upon public pro- 
ductive investment. To the extent that 
this is so, a discussion of tax exemption 
is largely irrelevant. On the other 
hand, if a conscious decision is made as 
has been done in Puerto Rico to base 
development largely upon private ini- 
tiative, then it is not possible to blink 
the consequences. Either general eco- 
nomic conditions sustained by broad 
government programs or government 
fiscal policy, or both, must create ade- 
quate incentives for investment and re- 
investment at the desired rate. Sover- 
eign governments, in addition to tax 
policy, have at their disposal monetary 
policy, tariff and trade policy, exchange 
control, labor legislation, etc. by which 
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they may influence economic condi- 
tions. In such cases, tax exemption 
must be fitted into a larger framework 
of government action. 

A second general decision must be 
made regarding the necessary level of 
government services and social meas- 
ures. In part, this is related to the pre- 
ceding point since under modern con- 
ditions most governments must provide 
a substantial background of public serv- 
ices, including not only docks, roads, 
water, and the like, but frequently 
extending to power, communications, 
and railways. Education of a general 
and vocational nature and sanitation are 
also economically important. Political 
movements sponsoring economic devel- 
opment in the poorer nations have come 
on the scene in modern times and have 
adopted the West’s newly accepted so- 
cial welfare programs. The commit- 


ment of such governments to a very 
broad program of social welfare may 
raise public expenditures to a level 
which is not compatible with the exist- 
ing income of the nation, or at ieast not 
compatible with the possibility of rais- 


ing government revenues. It may even 
be that a given level of expenditure for 
social welfare appears economically fea- 
sible, yet cannot be achieved in the ex- 
isting fiscal framework. This can oc- 
cur because the collection of business 
taxes and progressive income taxes is 
very difficult in the agricultural and 
commercial sectors of an ecorlomy 
where bookkeeping is primitive and tax 
evasion is a fine art. This problem is 
less acute in the West because the in- 
dustrial sector of the economy has 
grown proportionally greater while 
trade and finance have been increasingly 
concentrated in large units under mod- 
ern management control; in the latter 
organizations the very method of doing 
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business makes tax evasion more con- 
trollable. In underdeveloped areas, 
however, the present situation is a 
powerful force tending to make the tax 
system regressive, and efforts to increase 
revenues for social welfare purposes 
may thus be self-defeating to a consid- 
erable extent. 

The above discussion suggests that we 
may substitute a different set of axioms 
from those proposed by Dr. Taylor as a 
basis for evaluating tax programs in 
underdeveloped areas which are at- 
tempting to develop through private 
enterprise. 


1. The major objective of development 
incentives, including the tax struc- 
ture, should be to encourage the for- 
mation of productive capital. 

. Revenues should be at a level which 
will at least permit the government to 
undertake certain necessary develop- 
ment expenditures and investment, or 
to service loans floated for such pur- 
poses. 

. The initial welfare expenditures should 
be consistent with the resources of the 
government under the existing tax 
structure, and their expansion should 
be sought through expanding the eco- 
nomic tax base over time and improv- 
ing the efficiency of collection, as 
much as through increased rates of 
taxation. This does not preclude the 
possibility of penalty taxes designed 
for their decentive effect in some sec- 
tors of the economy. 

. Progressive taxation in line with pres- 
ent day practice in the West should 
be introduced only insofar as it is en- 
forceable, and its effect on economic 

accumulation of 

capital should be carefully weighed. 


incentives and the 


In the light of these considerations, 
Dr. Taylor’s objections to the tax ex- 
emption system in Puerto Rico do not 
appear to have been in all cases carefully 
weighed and related to one another. The 
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most important burden of his criticism 
is the suggestion that this tax exemp- 
tion program has led to an unusual and 
unnecessary “loss” of revenue. This 
contention can hardly be reconciled 
with his statements as to the effective- 
ness of the program in attracting in- 
vestment to Puerto Rico. It is first of 
all clear that if new firms were at- 
tracted by tax exemption, the loss of 
tax revenues, of profits and dividends 
would be purely hypothetical. To the 
extent that firms would have come to 
Puerto Rico in any event this is, of 
course, not the case; the magnitudes are 
difficult to estimate but the experience 
of the development program indicates 
that the establishment of branch plants 
in Puerto Rico has been most difficult 
and requires high incentives. Dr. 


Taylor’s estimate of one-quarter of the 
firms may not be wide of the mark, but 


he omits three important added con- 
siderations in this context. 

First, tax exempt firms do generate 
tax revenues; these arise indirectly out 
of the flow of wage income and other 
secondary income streams. 

Second, tax exemption in general ex- 
tends not more than ten years, and 
firms attracted by tax exemption will 
thus generate direct tax income at the 
end of their exemption period. It is 
anticipated that many firms will con- 
tinue to remain and operate in Puerto 
Rico, and this deferred revenue might 
not have been available except for the 
tax exemption program. 

Third, in carrying the analysis of the 
“loss” of tax income beyond this 
point, extreme caution must be exer- 
cised. Magnitudes cannot be estimated 
“ across the board ”’, since the nature of 
the system itself is such as to create a 
bias. Tax exemption is naturally more 
attractive to those firms which antici- 
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pate high profits than to those which do 
not, and frequently a branch plant will 
be set up to manufacture a single high- 
profit item in a broad line of products. 
In most cases such plants are economi- 
cally feasible in Puerto Rico on their 
own merits, but the selective character 
of tax exemption tends to exaggerate 
the profits earned in comparison with 
what might be expected from a “ ran- 
dom” sample of feasible operations. 
Dr. Taylor informs us, for example, that 
the tax “loss” would be reduced by 
two thirds through the exclusion of a 
single firm which is in fact known to 
fall in this category. It is also possible 
that a few firms have contributed fur- 
ther to this bias toward high profits by 
exaggerating the profits of their Puerto 
Rican subsidiaries, although the extent 
to which this might be true has never 
been established. 

The significance of “ foregoing ” rev- 
enue may be viewed in another way. 
There are at present between 100,000 
and 150,000 unemployed in Puerto 
Rico. Providing the most elementary 
relief of $10 per month per person 
would cost $12 to $18 million annually; 
since unemployment is chronic, there is 
no hope of defraying such cost through 
insurance schemes. A needed 30 per 
cent to 50 per cent increase in educa- 
tional expenditures would cost about 
the same. The cost of either program 
would about equal the total corporate 
or personal income taxes at present. 
Clearly the entire need for expanded 
government services cannot be met 
from any conceivable present tax sys- 
tem, but requires a rapid increase of the 
tax base through economic develop- 
ment. Programs must therefore be 
judged not according to abstract prin- 
ciples but according to their develop- 
mental effects. A “loss” of revenue—- 
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even if it were real and not largely fic- 
titious—would have to be measured in 
terms of a comparison of present costs 
and future benefits. Thus insistence on 
progressivity per se is meaningless. 

Likewise, the use of other abstract 
touchstones such as “fairness”, “‘ equal- 
ity of treatment”, or “equity”, are 
void of significance unless they refer to 
a specific situation. Taxes are inher- 
ently unfair and discriminatory. The 
most that can be hoped for in terms of 
equity is that a tax law will give equal 
treatment to similarly situated “ per- 
sons”, and that its differential impacts 
between classes of taxpayers will cor- 
respond with the goals and intentions of 
public policy. With regard to the first 
criterion, industrial tax exemption in 
Puerto Rico does give equal treatment, 
and some features which Taylor finds 
most objectionable (e.g., exemption to 
existing firms) were designed to leave 
no doubt on this score. Inevitable 
minor divergences from equality within 
classes arise at the borders where the law 
and its administration seek to delimit 
developmental enterprise and give it 
different treatment in line with public 
policy. The fact that, in line with such 
policy, the law discriminates between 
classes otherwise similar (such as manu- 
facturing and commercial corporations, 
or agricultural and industrial entrepre- 
neurs) cannot be construed as discrimi- 
natory in any pejorative sense. Such 
discrimination is in principle the best 
and most powerful use of tax powers 
to re-enforce policy. 

Inevitably the question arises as to 
whether tax exemption is an efficient 
use of such powers, or whether better 
methods could be devised. Here we 
enter into an area of judgment for 
which we have insufficient space to pre- 
sent all the relevant facts and analyze 
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all the issues. A few brief points may 
be mentioned. We have excluded the 
alternative of public ownership by hy- 
pothesis, although many underdevel- 
oped areas are testing its suitability. 
Government loans and other means of 
indirect participation are already a part 
of the Puerto Rican program. The 
provision of “overheads” and both 
general and vocational education is fur- 
ther advanced there than in most back- 
ward areas. Tariff protection is not 
available, but migration as a safety 
valve has played a role in Puerto Rican 
development which is almost unique. 
Dr. Taylor suggests, finally, that direct 
subsidy be substituted for tax incen- 
tives. From a purely abstract point of 
view this seems attractive, but it suffers 
from fatal weaknesses. 

It is, first, most difficult to devise a 
direct subsidy which provides an incen- 
tive for efficient operation. Subsidies 
designed to underwrite initial losses, for 
example, will encourage a failure to 
eradicate these losses, and will tend to 
become permanent. The government 
incentive to subsidize tends to grow 
with failure, for fear of losing subsidies 
already invested. In this way subsidies 
tend to encourage or perpetuate un- 
stable, nonviable, fugitive industries; 
tax exemption has the opposite effect. 
Further, since Puerto Rico has nothing 
like our railroad lands to use for public 
subventions, subsidies would incur an 
out-of-pocket cost which would im- 
mediately reduce welfare expenditures. 
Being inherently limited in extent, they 
would produce more limited effects. 
And whatever the difficulties of draft- 
ing and administering a tax exemption 
program may be, a program of subsidies 
would be far more susceptible to errors 
of judgment, to corruption, and to per- 
version. 
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In this connection, it would appear 
that the economic effects of tax exemp- 
tion are to some extent misunderstood. 
Tax exemption has little effect through 
relief from business and real estate taxes 
in easing the difficult first years of op- 
erations. The main burden of these 
years still falls on the firm. The tax 
exemption program, however, has a 
“ psychological ” effect in securing at- 
tention for the development program 
among mainland entrepreneurs; in this 
sense it is called a “ triggering device ”. 
But its major psychological effect has 
important economic consequences; it 
impels the entrepreneur to incur large 
present costs in the expectation of fu- 
ture gains. The burden of certain very 
large development costs are thus shifted 
to the private sector; many initial losses 
do not affect the government even if 
they must be totally written off. 

Some comment must be made on the 


relation of depressed wage scales in 


Puerto Rico to tax exemption. To the 
not inconsiderable extent that worker 
productivity is lower in Puerto Rico 
than in the United States, lower wages 
do not mean lower unit costs. Over 
time, well-run enterprises can raise pro- 
ductivity more rapidly than wages, and 
in the process they train skilled workers 
and foremen, performing a social func- 
tion of great value. Tax exemption in- 
creases the incentive for such action. 
There is a tenable but unproved view 
that certain firms, and possibly certain 
industries, rely on low wages as a source 
of profits, providing a minimum of 
training and capital. To the extent 
that this may be true, such industries 
are already in trouble in Puerto Rico as 
they lose their more apt and energetic 
workers to expanding and higher pay- 
ing industry. And so long as a large 
and increasing pool of unemployed 
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workers remains on the Island, it is dif- 
ficult to suggest that such industries be 
actively discouraged or given less en- 
couragement, for example by with- 
drawing tax exemption. If the labor- 
cost incentive, without tax exemption, 
were fully adequate to attract such in- 
dustry, then with tax exemption it 
should by now have liquidated unem- 
ployment. This is not the case. 

There remain many limitations in tax 
exemption which the present writer 
wishes freely to acknowledge. Some of 
these were pointed out by Dr. Taylor. 

It is conceivable that industrial de- 
velopment in its present form in Puerto 
Rico might freeze an enduring pattern 
of low-income industries; this is more 
likely than the converse instability 
which Dr. Taylor emphasizes. In fact, 
however, tax exemption is partial also 
to advanced and growing industrial 
firms, and will be increasingly so as the 
industrial environment improves. Fur- 
ther, the danger of freezing the wrong 
pattern suggests the use of strong in- 
centives to pass through the initial 
development stages rapidly, in order to 
preserve occupational mobility. 

Tax exemption has proved inade- 
quate to stimulate indigenous industry, 
though its incentives are much stronger 
for resident owners than for nonresi- 
dent individuals and corporations. This 
creates the danger of an imbalance in 
the distribution of ownership of indus- 
try which should be remedied—al- 
though not at the cost of foregoing de- 
velopment. It now seems probable that 
this difficulty: is more “ psychological ” 
or cultural than economic, and that it 
can be remedied only as the effects of 
industrialization are more widely felt. 

The growth of a vested interest in tax 
exemption is also a real danger. Such 
vested interests in special tax treatment 
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are not foreign to the United States, 
e.g., oil depletion allowances. Their dis- 
solution is a major problem for a work- 
ing democracy. Surely, however, they 
are better met by a vigorous, industri- 
alized, educated community than by an 
impoverished, ignorant, and backward 
one. Such problems must be solved as 
they arise and as the basis for their solu- 
tion is laid. 

There is a very real danger that other 
areas, carelessly imitating Puerto Rico, 
may fail to integrate tax exemption 
with a broader development program, 
and may at the same time extend bene- 
fits with mistaken generosity to tax- 
payers who cannot use them—thus use- 
lessly giving away revenues. These 
dangers are recognized and largely 
avoided in Puerto Rico, but they are 
fostered in other areas where Puerto 
Rico’s tax exemption is given undue 


emphasis and treated with sweeping 
generality. 


Finally, there is the danger of com- 
petitive deterioration of the tax system 
when and if many areas are attempting 
to develop at each other’s expense. 
Taylor discusses this problem and spe- 
cifically suggests that “ subsidies should 
not be based on the expediency of pro- 
moting one country over another.” * 


2 Taylor, op. cit., p. 364, footnote 18. 


NOTES ON TAX EXEMPTION 


399 


This is perhaps a valid point as between 
underdeveloped areas seeking interna- 
tional capital—but each area has a 
unique set of resources, history, skills, 
and political relations which tend to 
limit this competition. The point, 
however, is not valid when we consider 
the undeveloped areas vis-a-vis the de- 
veloped. Here, competition is probably 
indispensable. The poorer areas must 
grow more rapidly than the developed, 
and if this growth must be competitive, 
so be it. Not tax exemption, but pov- 
erty is the “spiritual progenitor” of 
industrialization.* 

The author does not pretend to a full 
knowledge of the many subtleties of fis- 
cal policy and taxation, but he does be- 
lieve that the main problems are clear. 
Development is a complex process, but 
an urgent and imperative need. It is a 
need which places a moral burden upon 
the conscience of the West. It poses a 
problem which calls for new, imagina- 
tive, and effective solutions. No single 
measure such as tax exemption can 
solve it; there is no panacea. But the 
solution is not served by an unthinking 
transfer of Western criteria, whose wide 
acceptance arises out of a different his- 
tory and meets a different need. It is 
hoped that these notes make this fact 
abundantly clear. 


3 Tbid., p. 359. 








MUNICIPAL POLL TAXES IN PENNSYLVANIA 
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Mo" public discussion of the poll 
tax has dealt with its use as a means 
of disenfranchising certain groups, while 
its frequent use in many states.as a 
purely fiscal measure generally has been 
overlooked. In recent years, poll taxes 
have become increasingly popular in 
several states as a source of municipal 
revenue. This paper will examine their 
use in one of these states—Pennsylvania. 

The origin of the poll tax has been 
traced to Ancient Egypt and the Ro- 
man Empire, where its imposition and 
the rates used depended upon political 
or religious position. At a later date, 
this system was used by the Turkish 
Empire which levied the tax against 
Christians.’ It existed in Medieval Eu- 
rope and in England, where it is cred- 
ited with having started Wat Tyler’s 
Rebellion in 1381.7 

In the seventeenth century, the poll 
tax was one of the chief sources of rev- 
enue for many of the American Colo- 
nies, especially in New England and in 
the South. Although its use declined 
during the eighteenth century in some 
colonies,* it still accounted for one third 
of the revenue. 

During the colonial period, the tax 
was generally used for roads and de- 
fense. Remnants of this origin persist 
in some municipalities which levy the 


* The author is Assistant Professor of Economics 
at Lafayette College. 

1 André Piganiol, L’Ilmpot de Capitation (Cham- 
béry: Imprimerie Chambérienne, 1916). 

2 Harold M. Groves, Financing Government (4th 
ed.; New York: Henry Holt & Co., 1954), p. 595. 


3M. Slade Kendrick, Public Finance (New York: 
Houghton Mifflin Co., 1951), p. 93. 


poll tax on males only and in some 
states where work on the roads may be 
substituted for payment in cash. 

Many Colonies imposed a tax which 
would fit the modern definition of a 
poll tax, that is, a flat rate applied to all 
adults. Massachusetts, however, ad- 
justed the rates according to a man’s 
faculties or abilities. This practice was 
adopted by some other states and still 
prevails in Pennsylvania, where it is 
known as the occupation tax. 

The fiscal importance of the poll tax 
declined in the nineteenth and early 
twentieth centuries, although, after the 
Reconstruction Period, it became popu- 
lar as a political measure. This decline 
has now been arrested, and the tax 
again has become increasingly popular 
in several states as a source of municipal 
revenue. 


At the present time, all but six states 
either permit their municipalities to 
levy the tax or do so themselves. In a 
few states levying poll taxes, nonpay- 
ment results in the loss of the voting 
privilege; in the majority it has no con- 
nection with voting but is simply a rev- 
enue measure. 


Advocates of the poll tax justify it as 
a modern fiscal measure because of its 
broad base which usually includes all 


adults. Many of the adult population 
escape other state and local taxes, and it 
is claimed this forced contribution to 
the government discourages the irre- 
sponsible support of expenditures and 
stimulates an interest in efficient gov- 


4E. R. A. Seligman, The Income Tax (2nd ed.; 
New York: The Macmillan Company, 1914), p. 368. 
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ernment. Other arguments in its fa- 
vor, particularly whep rates are low, are 
its relative certainty as to burden, the 
stability of revenue received, and the 
lack of adverse economic effects such as 
a loss of incentive. An examination of 
these effects is not attempted in this 
paper. 

Critics of the poll tax stress its obvi- 
ous undemocratic influence when pay- 
ment is required prior to voting. 
Viewing it strictly as a revenue measure, 
most students of public finance con- 
demn it as a regressive tax and one 
which is difficult to administer. It is 
often dismissed as too insignificant a 
revenue source to justify its use in the 
face of its defects. 
Extent of Present Use 

Current national 


data concerning 


municipal poll taxes are unavailable.” 


For this reason the factual analysis in 
this article is confined to Pennsylvania 
where municipal poll taxes are quite 
universal. 

For many years Pennsylvania has per- 
mitted certain classes of municipalities 
to levy small poll taxes. During the 
last two decades, as municipal codes 
were amended to permit higher rates, 
these small taxes have become larger 
and more numerous. Expansion has 
been rapid since the adoption of Act 
481 in 1947 which, among other things, 
permits municipal poll taxes as high as 
$10.00 per person in addition to the 
rates levied under the municipal codes.® 


5 The Statistical Abstract of the United States has 
not listed poll tax receipts since the 1941 edition 
which included 1937 data. At that time, the States 
levying a poll tax received $5.3 million and local units 
$13.1 million. Since 1937 poll tax receipts have been 
buried in “ other taxes.” 

Tax Systems, Supplement to 13th ed. (Chicago: 
Commerce Clearing House, Inc.), lists state poll taxes 
for 1952 as $8.7 million. No data are presented for 
municipal collections. 
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Many municipalities also levy an oc- 
cupation tax. This is similar to the poll 
tax in effect and is looked upon as such 
by most taxpayers. Technically, how- 
ever, it is a part of the property tax. 
Each adult’s occupation is given an as- 
sessed valuation. The same rate is then 
applied to this base as is applied to real 
estate. The occupation tax is a hold- 
over from the faculty taxes of Colonial 
days, and Pennsylvania, the only state 
to retain this tax, has used it in its pres- 
ent form since 1844. 

Occupation taxes vary in amount 
from a few cents to $10.00 or $15.00, 
depending upon the assessed value of 
the occupation and the property tax 
rate. Five dollars is a common figure 
for gainfully employed persons. 

Taking into consideration all levels of 
local government to which a resident 
must contribute, it is possible for a two- 
adult family to pay a combined poll and 
occupation tax of nearly $50.00 a year. 
This may include payments of $10.00 
per person to the school district; $10.00 
per person to the city, borough, or 
township; plus a total county occupa- 
tion tax of almost $10.00. So high a 
total is admittedly unusual, but family 
tax burdens of $30.00 or $35.00 are not 
uncommon. 

The units authorized to levy these 
taxes, and those actually doing so, are 
shown in Table 1. 

More significant than the number of 
units imposing the tax are the revenues 
received compared with receipts from 
other taxes. Table 2 presents these fig- 
ures for the year 1952. Table 3 breaks 
the second, third, and fourth class 
school districts into three groups. 


6In a school district which occupies the same 
territory as another municipality—the usual system in 
Pennsylvania—the two units are limited to a total of 
$10.00 under Act 481. 
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These tables show that poll and occupa- 
tion taxes constituted about 65 per cent 
of total municipal tax receipts in 1952 
and therefore can not be dismissed as 
fiscally unimportant. As would be ex- 
pected, these taxes are most important 
to small rural units. 
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school districts comprise the small, rural 
units in Pennsylyania, and the tables 
show that poll and occupation taxes 
furnish ten per cent or more of their 
tax revenue. 

These taxes, however, are not wholly 
confined to small units. The large and 


TABLE 1 
Municipa, UNits in PENNSYLVANIA Usina Pott AND Occupation Taxes IN 1952 


No. of 
Units 
in 
State 


ized 
to Use 

Poll 

Tax 


Type of Unit 


Counties 67 No 
Institution District 66 No 


Yes 
Yes 
Yes 
Yes 
Yes 


Yes 
Yes 


City: 
Ist Class (Philadelphia) .. 
2nd Class (Pittsburgh) .. 
Class 2A (Scranton) 
Cities, 3rd Class 
Boroughs 
Townships: 
Ist Class 
2nd Class 
School District: 
Ist Class (Philadelphia) .. No 
Class 1A (Pittsburgh) ... Yes 
2nd, 3rd, 4th Class Yes 


Total 


Author- 


Author- 
ized 
to Use 
Occu- 
pation 
Tax 


7 No. 
1 jane U das 
Poll Occu- Pol],  Occu- 
: pation |, pation 
Tax Tax Tax Tax 


s 
%o 


So /; 
Using Using 


Yes * able 46 ‘as 68.7% 
Yes * cabee 41 ey 66.7 


Yes 

Yes 

Yes dikes oe 
Yes 24 51% 
Yes 229 24 


Yes 5 7 
Yes 239 7 16 


No 
No 
Yes 


23.4 
84.0 


57.0 
75.5 


i is 100 ci 
2,331 32 94 1.0 


2,829 2,004 ‘46% 404% 


* Only 4th- to 8th-class counties and Institution Districts may use the occupation tax. They 


are fifty-nine in number. 


+ Second-class townships were not permitted to use the poll tax until 1951. This explains the 


small number using it in 1952. 


Source: Most of the material in Tables 1 and 2 is found in Pennsylvania Local Government 


Tax Chart, Bulletin 145 (Harrisburg: State Chamber of Commerce, May, 1954). 
were furnished by Mr. Robert Hibbard, Research Associate, State Chamber of Commerce. 
are not available in the form of an official statewide summary. 
from the individual financial reports of each of the 5,185 municipal units. 


has been done for 1952 by Mr. Hibbard. 


For a reasonably successful adminis- 
tration of such taxes, it is necessary to 
have a stable population where each in- 
dividual is known to his neighbors. 
Naturally, these conditions exist mostly 
in small rural districts, which are also 
the units least able to administer other 
forms of nonproperty taxes. 

In general, it is these small units 
which make most use of poll or occu- 
pation taxes. Boroughs, second-class 
townships, and third- and fourth-class 


Other data 
Data 
Instead they must be collected 
This statistical work 
densely populated Pittsburgh School 
District relies on a poll tax for over ten 
per cent of its tax revenue, while third- 
class cities find combined poll and occu- 
pation taxes equally important. 

For certain units, these taxes are more 
important than the tables indicate. The 
figures shown are averages for each class 
of municipality, but many units do not 
use these taxes. For example, the poll 
tax accounts for 4.5 per cent of all sec- 
ond-class township taxes, but only 239 
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out of 1,500, or about 16 per cent, of 
the eligible units impose the tax. 
Therefore, those using the tax must 
average well in excess of this figure. 
The same is true for larger units. Only 
twenty-four of the forty-seven third- 
class cities levy a poll tax, but this tax 
accounts for 4.1 per cent of all city 


taxes. An examination of the reports 
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of twenty-four cities using the tax 
shows a number of these cities have poll 
taxes equal to 12 per cent or 14 per 
cent of total tax receipts. 

Poll taxes, therefore, are vital to mu- 
nicipalities, and the trend is toward 
their greater importance. Collections 
are increasing in absolute terms and in a 
relative sense also as real estate accounts 


TABLE 2 


Tax CoLLectIONsS OF PENNSYLVANIA MUNICIPALITIES By Type or Tax, 1952 


(In Thousands of Dollars and as a Percentage of Total Municipal Tax Receipts) 


Poll 
Tax 


Real 


Type of 
Estate 


Municipality 


$ 44,091 76.2% 
13,273 97.0 
26,190 75.8 
26,092 79.6 


Counties 
Institution District 
Cities, 3rd Class ... 
Boroughs .. 
Townships: 
Ist Class 
2nd Class 
School District: 
Class 1A (Pitts- 
burgh) 
2nd, 3rd, 4th Class 
Units Using Neither 
Poll Nor Occupa- 
tion Tax 


10,009 88.2 
10,806 89.0 


12,537 71.6 
140,147 80.8 
126,061 66.3 


Total . $409,206 75.3% $26,522 


1,238 3.8 


4.9% $5,574 1.0% $102,168 


Occupation Other T,4. 
Tax Taxes otal 
$1,092 18% $ 12,622 
376 2.8 
347 1.0 
2,568 7.4 


21.8% $ 57,805 100.00% 
13,649 100,00 
34,524 100.00 
32,774 100.00 


6581 19.1 
2876* 88 


11,364 100.00 


268 : 1,066* 94 
j 12,102 100.00 


627 5: 126" 11 


17,502 100.00 
173,508 100.00 


3,116 178 
11,600* 6.7 


64,181 33.7 190,242 100.00 


18.8% $543,470 100.00% 


Individual percentages may not add to 100% because of rounding 


* Partly estimated. 


Boroughs, townships anc 
common item of $153 thousand in miscellaneous taxes 


2nd, 3rd, and 4th class school districts had a 
This has been allotted to the munici- 


palities in proportion to their other miscellaneous tax collections, 


Table 1. 


Source: : See 
TABLE 3 
Pott TAXes IN 2ND, 3ad, AND 47H CLAss ScHoor 


Disrricts, Jury 1, 1951-June 30, 1952 


Poll 
Taxes 


as a 


Poll 
Tax 
Receipts 
in Thou- 
sandsof Total 
Dollars Taxe 


Total 
Tax 
Receipts 
in Thou- 
sands of 
Dollars 


% of 


2nd Class School 
Districts .. 

3rd Class School 
Districts j 

4th Class School 
Districts 


Tota! 


$ 36,846 $ 2,257 6.1% 


70,224 7111 


59.994 10,675 17.8 


$167,064 $20,043 12.0 
Records of the Departme nt of Pub- 
Harrisburg, Pennsylvania. 


Source 


lic Instruction 


for a decreasing portion of total taxes.’ 

Occupation taxes are important to 
certain units but are probably declining 
in relation to other taxes. There have 
been few new impositions; where the 
tax is used, it varies with the real estate 
tax, being levied at the same rates and 
assessed by the same officials. 


Ad ministration 


Poll and occupation taxes both pre- 
sent real administrative problems. The 
first is a census of all residents over 


contained in Act 481, State-Wide 
Summary, compiled by Marielle Hobart, Bureau of 
Municipal Affairs, Harrisburg, April, 1954 (Mimeo- 
r aphed) 


7 Based on data 
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twenty-one years of age. ‘This is the 
job of the local assessor who cannot 
avoid missing some residents. Natu- 
rally, there is no record of the unlisted 
residents, but sucn evidence as school 
census reports and spot checks indicate 
that the number is substantial. 

In the case of the occupation tax 
there is the additional problem of assess- 
ing the value of each resident’s occupa- 
tion. To achieve this the local assessor 
must keep occupational records. Ref- 
erence is then made to a list prepared 
by the county in which each occupation 
is shown with an assessed valuation. 
Then, the same procedure is followed as 
in real estate taxation. A notice of as- 


sessment is sent to the taxpayer who is 
given the right to appeal. Since the as- 
sessments are usually low, frequently 
varying from $50.00 to $1,000.00, ap- 
peals are few, but the procedure does 


increase administrative cost. 

The counties have tried to achieve 
equity by making the assessment pro- 
portional to the income for each occu- 
pation. A certain success has been 
achieved as far as the list of occupations 
and assessments is concerned, but there 
is ample room for inequity in its appli- 
cation. The same job may be classified 
differently by neighboring assessors, or 
an individual may have more than one 
job. In addition, two people with the 
same job classification, e.g., salesman, 
may receive very different incomes. 
The problem of equitably classifying a 
man’s occupation is made more difficult 
by the vague terms used in many 
county lists; for example, superintend- 
ent, agent, or foreman. As might be 
expected, assessment lists have been 
slow to reflect changes in the relative 
income levels of various occupations. 
Despite these faults, the occupation 
tax is less regressive than the poll tax 
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and in some cases is slightly progressive. 

The collection of both these taxes is 
very difficult. Delinquency rates are 
high, often 30 per cent to 35 per cent 
of the levy, and, unlike the real estate 
tax, there is little chance of eventual 
collection. 

There are numerous reasons for the 
high delinquency rate. First, there is a 
time lapse of several months between 
the collection of the names and the due 
date for taxes. In this time deaths oc- 
cur and people move out of the area. 
Very often no adjustments are made 
and, therefore, some taxes officially re- 
ported as delinquent technically are not 
owed and certainly are not collectible. 
An additional source of delinquency is 
accounted for by indigent persons, such 
as the unemployed or retired. They 
are subject to the tax but there is often 
no means of collecting it. 

Other people have conscientious ob- 
jections to the poll tax because of its 
disenfranchising use in some states. 
They refuse to pay the tax even though 
it is not related to the voting right in 
Pennsylvania. The 1953 session of the 
State Legislature changed the official 
name to Residence Tax in an effort to 
secure the co-operation of this group. 

Most of the delinquents probably are 
not paupers, conscientious objectors, de- 
ceased, or migrant persons, but simply 
people who believe they can avoid pay- 
ment.® Evidently, in many cases this 
belief is valid, for little is done to force 
them to pay. 

The tax collector has the power to at- 
tach wages or property but seldom takes 
action. There is no official record of a 
taxpayer’s place of employment or of 
his ownership of property. Even if this 

8 This is evident in districts where the tax col- 


lector is vigorous and delinquencies are reduced by 


half. 
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information is known to the tax col- 
lector, some delinquents cannot be ap- 
proached since they work outside the 
state and own no property. The col- 
lector is paid a commission, often 4 per 
cent, on all collections. This, of course, 
is not a sufficient incentive in difficult 
cases since several hours spent in court 
collecting a tax of $5.00 would yield 
the collector twenty cents. Several 
publicized court cases might, of course, 
bring in other delinquents. It must be 
borne in mind, too, that tax collectors 
are elected officials and feel that vigor- 
ous collection methods might well be re- 
sented by the voters. 

In an attempt to lessen the regressiv- 
ity of the poll tax and to remove un- 
collectible items from the rolls, many 
municipalities provide exoneration if 
the subject’s annual income is below a 
certain figure, in most cases somewhere 
between $500 and $1,000. After these 
hardship cases have been removed, pub- 
lic opinion is much more sympathetic 
to a forceful collection procedure so 
quite commonly the adoption of an ex- 
oneration system is the first step in a 
campaign to reduce delinquency. 

Some units have contracted with pri- 
vate collection agencies to handle de- 
linquents. Since the contractor is paid 
a high commission, often 25 per cent, 
and need not worry about the next elec- 
tion, he can employ energetic collection 
methods. This system has reduced de- 
linquency rates, but public reaction is 
generally unfavorable to this method. 
Many people resent a private contractor 
collecting taxes while others see no need 
for additional aid. Since there is an 
elected tax collector, they say, why not 
direct him to do his duty? 

Unfortunately, many municipalities 
wait until a sizable amount of delin- 
quent taxes has accumulated before an 
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outside collector is hired or other vigor- 
ous action taken. As a result, the col- 
lections are smaller than would be the 
case if action were taken promptly be- 
fore death and migration have moved 
many delinquents into the uncollectible 
category. 

Exoneration, plus vigorous collection 
methods reduce delinquencies—often to 
10 per cent or 12 per cent of the levy. 
For reasons previously indicated, this 
portion remains uncollectible. This 
lower figure for delinquency is still high 
and would be higher if we knew and 
were able to count the number of eligi- 
ble persons who are missed by the as- 
sessor. 

There are no data available as to the 
cost of administration, but it is un- 
doubtedly high. The sums involved are 
small relative to other taxes but a con- 
siderable amount of labor, paper, and 
postage must be used in assessing and 
collecting or trying to collect. One of- 
ficial estimated a net loss as regards the 
occupation tax in his county. 


Conclusions 


For the most part the municipalities 
using poll and occupation taxes are 
the small units for whom other non- 
property taxes are administratively im- 


practical. Many are forced to levy 
poll taxes because the state has imposed 
ceilings on property tax rates which 
prevent them from collecting enough 
revenue for the necessary services. A 
higher ceiling plus more realistic assess- 
ments would increase this yield, and a 
statewide reassessment is taking place, 
but many units will still need additional 
revenue. 

In the light of these facts, the cus- 
tomary poll tax arguments are re-ex- 
amined. It is claimed poll taxes give 
everyone a stake in the government. 
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This claim is valid. Family tax bills of 
up to $50 cause people to be tax con- 
scious and to take an interest in expend- 
itures even if they are not real estate 
owners, 

Relief to real estate owners is another 
commonly cited justification. This fact 
is also substantiated. The high percent- 
age of total tax receipts accounted for 
by these taxes shows that real estate 
taxes probably would be higher in their 
absence. A comparison of Pennsyl- 
vania with other states not using the 
poll tax so extensively bears out this 
conclusion.” 

These judgments might be altered if 
more were known concerning the na- 
ture of the delinquents and of those 
missing from the assessment rolls. It is 
generally assumed that realty owners 
have a lower rate of delinquency than 
do nonowners. Steadier employment, 


higher incomes, less migration, and 
greater familiarity with local taxes can 
be cited in support of this assumption.’® 

This, of course, lessens the relief to 
real estate and weakens the claim that 
all residents will feel they have a stake 


in the government. Despite these de- 
fects, I feel that enough nonrealty 
owners do pay to reduce the burden of 
property owners. 

On the critical side, the poll tax has 


® For example, in 1950, real estate accounted for 
76.9 per cent of all tax revenues in Pennsylvania 
municipalities. 
lows: California, 91.5 


In other states the figures are as fol- 
per cent; Connecticut, 99.3 
per cent; New Jersey, 94.0 per cent; New York, 
80.0 per cent; Ohio, 80.0 per cent; and West Vir- 
ginia, 93.0 per cent. 
figure is 90.9 per cent. Commonwealth of Pennsyl- 
vania, The Tax Problem, Report of the Tax Study 
Committee, May, 1953, p. 175. 


For all forty-eight states the 


10 Leonard §. Schneider, 
tion Tax in Operation” (Unpublished Master’s 
Thesis, The Pennsylvania State University, 1942). 

In the studied, occupation tax 
delinquency rates were two to. three times greater 


“ Pennsylvania’s Occupa- 


three counties 


among nonowners than owners of realty. 
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been called regressive. This is true al- 
though exonerations decrease the regres- 
sivity in some municipalities, Exonera- 
tions, however, apply only to those be- 
low a certain income level and have no 
effect on other taxpayers. The occupa- 
tion tax, where used, is less regressive 
than the poll tax and in certain in- 
stances results in some progressivity. 

The charge that poll and occupation 
taxes are difficult and expensive to ad- 
minister is substantiated. 

Delinquency and evasion affect the 
validity of some of the foregoing criti- 
cisms. Regressivity is probably re- 
duced, since it appears that the delin- 
quency rate is higher among the lower 
income groups; however, the reduction 
in regressivity is irregular and inequita- 
ble. The expense of administration is 
reduced by ignoring the difficult cases; 
that is, by allowing the delinquency and 
evasion rates to be high. ‘This re- 
duction of administrative cost and of 
regressivity is achieved by allowing 
other defects to be present. Good citi- 
zenship, co-operation, and/or the luck 
of being in a position where the tax 
can’t be dodged are penalized. On the 
other hand, a man is rewarded for per- 
jury, evasiveness, or simply because he 
earns his income in a different state. 
The tax has a disenfranchising effect 
even though there is no legal connec- 
tion between payment and voting. Po- 
litical workers report difficulty in get- 
ting people to register because they fear 
this will bring their name to the asses- 
sor’s notice and provide evidence of 
residence. This fear persists even 
though it is not customary to check 
voting registration lists in correcting 
the assessment rolls. 

These taxes may be appropriate in 
small, rural units with a stable popula- 
tion where other nonreal estate taxes are 
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impractical and wealth is rather evenly 
divided. In this type of community, 
capable officials could keep evasion and 
delinquency at a low level and the tax 
would be reasonably equitable. Large 


urban municipalities would do well to 
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search further before adopting or in- 
creasing the rate of a tax with so many 
defects. Too often it is adopted in an- 
swer to the protests of real estate owners 
without proper consideration of the 
problems involved. 





FINANCING PENNSYLVANIA STATE GOVERNMENT 
BY MEANS OF EMERGENCY TAXES 


RANDALL S$. STOUT AND EUGENE A. MYERS * 


7 enactment of temporary or 
emergency tax legislation among the 
forty-eight states is not common, As 
a matter of fact, the states which make 
use of emergency levies are few, and 
frequently the revenue is but a small 
percentage of the total tax collections. 
This, however, is not the case in 
Pennsylvania which is probably the only 
state in the union that since 1935 has 
made extensive use of emergency levies. 
Furthermore, it is probable Pennsyl- 
vania could not have carried on its 
normal functions of government with- 
out the revenue thus derived. For ex- 


ample, it is estimated that for the 1953- 
5§ biennium the revenue to be derived 
from emergency or temporary taxes will 
be approximately 43 per cent of the 


total General Fund revenues. Thus, 
after eighteen years of operation, Penn- 
sylvania’s special emergency taxes are 
still major producers of General Fund 
revenues, 

An attempt has been made herein to 
outline briefly the growth and develop- 
ment of the more important emergency 
taxes and their fiscal importance. 


Growth and Development 


Emergency taxes were introduced 
in 1935 primarily to finance General 
Fund deficits arising from huge pay- 
ments for unemployment relief. Rev- 
enues were provided by means of in- 


creases in the rates of existing taxes 
* The authors are members of the Department of 


Economics, College of Business Administration, The 
Pennsylvania State University. 


and, also, by means of the enactment of 
new taxes. Tax rates were increased on 
corporate loans, bank stocks, shares of 
title insurance and trust companies, 
utility gross receipts, and gasoline. New 
taxes were levied on cigarettes, intangi- 
ble personal properties, liquor sales, and 
corporate net income.' The manu- 
facturers’ exemption from the capital 
stock. tax was permanently removed in 
1937. These taxes were continued with- 
out interruption until the war years. 

The General Assembly Sessions of 
1943 and 1945 enacted legislation call- 
ing for the first reduction of emergency 
taxes, and the repeal of certain others, 
since such levies were first introduced. 
This tax reduction program amounted 
to approximately $40,000,000 per bien- 
nium * and was made possible because of 
the continuing high level of State 
revenues, decreases in State expenditures 
for public assistance, and the postpone- 
ment of many capital improvement 
projects. The tax reduction program 
included the repeal of the following 
taxes: 


State personal property tax 
Emergency tax on shares of title in- 
surance and trust companies 
Emergency tax on bank shares 
Emergency tax on corporate loans 
Retail and wholesale mercantile 


1 An emergency relief retail sales tax was enacted 
in 1932 (Act No. $2) for a six-months’ period end- 
ing February 28, 1933. 


2 See Commonwealth of Pennsylvania, 11th Biennial 
Budget (March, 1943). 


408 





No. 4} 


license taxes * 


Due, however, to the rising costs of 
government in the postwar period, the 
tax reduction programs of 1943 and 
1945 were shortlived. Public assistance 
expenditures increased sharply, school 
subsidies mounted rapidly, and other 
State expenditures such as State subsidies 
to institutions, ¢apital construction, and 
salaries of employees were increased. 

A new era of emergency tax in- 
creases, ushered in by the General As- 
sembly of 1947, has continued until the 
present time. These tax increases and 
their estimated yields were as follows: 


Estimated 
Biennial 
Yield 4 
Repeal of the carry-back carry- 
forward provision in comput- 
ing corporate income tax ... $20,000,000 
Increase cigarette tax from 2 
cents to 3 cents 
Double taxes on malt beverages 
New levy on soft drinks 
Postpone manufacturers’ ex- 
emption from capital stock tax 


38,000,000 
24,000,000 


In addition to the above emergency 
taxes, the General Assembly of 1947 
provided for substantial increases in 
local taxes by means of Act 481, the 


Local Tax Law. This Act broadened 
local taxing powers and thus prevented, 
to some extent, further increases in tax 
burdens at the State level. 

In 1951 in order to close a revenue 
gap of more than $100,000,000 the 


3 These were not emergency levies, but had been 
in effect for many years. There was also a six mill 
reduction in the emergency gross receipts tax, effec- 
tive January 1, 1944 (Act No. 156). Act Number 
323 (1943) re-enacted the manufacturers’ exemption 
from the capital stock and franchise taxes to become 
effective after cessation of World War II. In 1945 
some further tax reductions weere effected. The 
gross receipts tax on utilities was reduced by 6 mills, 
the tax on shares of trust companies was reduced by 
one mill, and the tax on municipal loans (not an 
emergency tax) was repealed. 


4Commonwealth of Pennsylvania, 13th Biennial 
Budget, March 1947, p. 6. 
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General Assembly effected the following 
significant changes in the State tax 
structure: 


1. An entirely new device, an “ accelera- 
tion” of payments of the corporate 
net income tax, was enacted.5 Under 
this procedure corporations were re- 
quired to pay one-half of the taxes 
due for the current year 1953 at the 
same time they paid their taxes for the 
taxable year 1952. This acceleration 
of corporate tax payments provided 
$39,446,221 in additional revenue for 
the biennium 1951-53. Pennsylvania 
is the only state now employing this 
device. 

. The corporate net income tax rate was 
increased from 4 per cent to 5 per 
cent. 

. A new levy, the Realty Transfer Tax, 
was imposed at a rate of one per cent 
of the value of certain properties trans- 
ferred. 

. Exemptions of motor transportation 
utilities from the gross receipts tax 
were removed. 

. The gross premiums tax was extended 
to include domestic life insurance com- 
panies and all domestic mutuals, and 
the tax rate was increased from 8 to 
20 mills, but certain credits were per- 
mitted in computation of the tax. 

. The rate of the Inheritance Tax, as 
applicable to collateral heirs, was in- 
creased from 10 per cent to 15 per 
cent. 


In 1953 the most significant emer- 
gency tax legislation was the enactment 
of the Consumers’ Sales Tax.® This levy 
on retail sales at a one per cent rate 
exempts a wide variety of goods and 
services such as: foods and groceries for 
human consumption; clothing and 
shoes; sales of medicines and prescrip- 
tions; and goods used in the fabricating, 


5 Act No. 468 (1951). 
6 Act No. 86, July 13, 1953. 
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compounding, or manufacturing of 
other goods for sale at retail, or the pro- 
duction of farm products or public 
utility services. A supplementary Use 
and Storage Act was passed in order to 
apply the levy to taxable goods pur- 
chased outside the Commonwealth.’ 
These measures, it is estimated will pro- 
duce $135,000,000 per biennium and 
the entire proceeds are to be used for 
purposes of public education. 


Fiscal Importance of Special Emergency 
Taxes 


Special emergency taxes have played 
an increasingly important role in Penn- 
sylvania State finances. The data in 


Table 1 indicate in part that: 


1. The actual yield from emergency taxes 
will be the highest in the bien- 
nium 1953-55, when an_ estimated 
$431,400,000 will be collected. This 
sum is estimated at 43 per cent of the 
total General Fund revenues for the 
biennium. 

. In the biennium 1947-49 the yield 
from the emergency levies amounted 
to only $328,357,000 but this was 51 
per cent of the total General Fund 
revenues, the highest percentage-wise 
in any biennium in the 1935-1953 
period. 

. Collections from emergency taxes were 
$300,896,000 in the biennium 1951- 
53; this was only 35 per cent of total 
General Fund revenues. ‘The reason 
for this seemingly sudden collapse of 
emergency levies as revenue producers 
and as a percentage of General Fund 
revenues was that the General As- 
sembly enacted as permanent levies the 
cigarette tax, malt beverage tax, and 
liquor sales tax. The proceeds from 
these three taxes were not counted with 
the proceeds from other emergency 
levies in computing the relative fiscal 


T Act No. 85, July 13, 1953. 
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importance of such levies in 1951-53. 
If counted, the emergency levies would 
have amounted to approximately 
$456,027,000 or approximately 53 per 
cent of total General Fund revenues. 

. The actual yield of emergency taxes 
was the lowest in the first biennium 
1937-39, when $156,425,000 was col- 
lected; but this was 41 per cent of 
total General Fund revenues. 

. Finally, whether emergency levies are 
examined from the viewpoint of the 
actual yield or as a percentage of 
General Fund revenues, they are more 
important today than when first used 
in 1935. 


Distribution of Emergency Taxes by 
Types of Tax Bases 


Special emergency taxes in Penn- 
sylvania make their impact primarily 
upon two tax bases: (1) business taxes 
in the form of the corporate income tax 
and the capital stock tax, and (2) con- 
sumption taxes levied upon cigarettes,® 
liquor sales,* malt beverages,® soft 
drinks,” utility gross receipts, and since 
1953, on retail sales. In the biennium 
1947-49, business taxes produced 47 per 
cent of total emergency tax revenues, 
and consumption taxes produced 53 per 
cent of such levies. As a result of tax 
changes effected since 1949 (notably the 
enactment of the cigarette tax, liquor 
sales tax, and malt beverage tax as per- 
manent levies and the levy of the Con- 
sumers’ Sales Tax) business taxes now 
produce 59 per cent of total emergency 
taxes, consumption taxes 33 per cent, 
and the Realty Transfer Tax about eight 
per cent of total emergency levies.*° 


Summary 


1. Pennsylvania has made extensive 
use of emergency or temporary 


8 These levies were made permanent in 1951. 
9 Expired in 1951. 


10 Budget estimates for the 1953-55 biennium. 
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taxes since 1935. From the begin- 
ning these levies were imposed 
either on subjects heretofore un- 
taxed or applied as increased rates 
on a temporary basis to already 
existing taxes. In the initial period, 
emergency levies took the form of 
the corporate net income tax—the 
first broad-based tax in Pennsyl- 
vania in modern  times-—certain 
special business taxes, and selected 
excises, With a few exceptions, all 
temporary or emergency levies are 
still in effect. These emergency 
levies are estimated to _ yield 
$431,400,000 during the 1953-55 
biennium; this is 43 per cent of the 
total anticipated General Fund 
revenues for the period. 

. Another innovation, the accelera- 
tion principle, was added to the 
State tax structure in 1951. This 
device, as has already been noted, 
calls for current collection of 
future revenue from the corporate 
net income tax, and is based on the 
rates now in effect. The accelera- 
tion principle is unique in state tax 
systems, 

. For a period of fifty years manu- 
facturing enterprises were exempt 
from the capital stock and fran- 
chise taxes. This exemption was 
“repealed” and manufacturing 
enterprises were made subject to 
these levies in 1935. The repeal was 
made permanent in 1937. It is 
scheduled to expire in 1955 after 
which the manufacturing enter- 
prises will again be exempt from 
the levies. 

. After much deliberation on the 
floor of the General Assembly and 
research and fact-finding by com- 
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mittees and tax experts, the General 
Assembly passed, on an emergency 
basis, the Consumers’ Sales Tax, 
thus moving into the area of broad- 
based taxes again. Heretofore, 
with the exception of the corporate 
income tax, the State tax structure 
was primarily made up of capital 
stock taxes, special business taxes, 
and selected excises. The fact that 
the revenue from the Consumers’ 
Sales Tax was earmarked for public 
school purposes constitutes a new 
procedure in General Fund financ- 
ing. 


. The Governor’s Tax Study Com- 


mittee in its Report to the General 
Assembly in May, 1953, estimated 
that by 1959-61 additional General 
Fund reserves totaling $450,000,000 
would be required to meet present 
legislative commitments. 


. The General Assembly meeting in 


January, 1955, will be faced with 
the problem of raising additional 
revenues. In the aggregate, the 
State Budget Bureau estimates that 
$191,000,000 in additional revenues 
will be required. This sum includes 
the estimated additional appropri- 
ations for 1955-57 in the amount 
of $114,000,000, as well as the reve- 
nues required to meet an estimated 
General Fund revenue shortage of 
$45,000,000 occurring in the cur- 
rent biennium; estimated deficiency 
appropriations of $13,000,000 for 
public assistance and payments to 
public school authorities, and 
$19,000,000 for other items. The 
principal items included in the 
estimated additional appropriations 
for 1955-57 are: 
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Increased School Subsidies 
under existing legislation . . 

Increased School Transpor- 
tation 

Increased Public Assistance . 

Increased Veterans Bonus 
Debt Service 

Increased General State Au- 
thority Rentals 

Increased Payments to School 
Authorities ~ 3,000,000 

Increased School Health Ex- b. 
aminations 2,000,000 


Assembly in the years just ahead 
will be obliged to do one, a com- 
bination of, or even all of the fol- 
lowing in the matter of State 
financing: 


$ 88,000,000 


4,000,000 
10,000,000 


2,000,000 


5,000,000 a. continue existing emergency or 
temporary taxes; 

search for additional sources of 
revenue; 

. reallocate governmental costs, 
with local governments bearing 
a larger share of total costs. 


Total Estimated Additional 


Appropriations $114,000,000 


7. It thus appears that the General 
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1956 CONFERENCE ANNOUNCED 


For the first time in its 49 years, the National Tax Association will hold its 
annual conference in the Nation’s third largest city—Los Angeles—in 1956. 
Headquarters will be at the Biltmore, one of the most popular conference 
hotels in the country. The dates are November 13 to 16. 


NEW MEMBERS 


NEW YORK 


ACF Inpbusrries, INc., Att. Roland S. Tremble 
Manager-Director of Taxes 
30 Church Strett, New York 8 


Atuiep CHEemicaL & Dyer Corp. 
Att. Charles Gurenson, Head of Tax Department 
61 Broadway, New York 6 


AMERICAN TELEPHONE & TELEGRAPH COMPANY 
Att. W. A. Fisher, Chief Tax Att'y. 
Long Lines Department 
32 Avenue of the Americas, New York 13 


BANKERS Trust COMPANY 
Att. Harry F. Schroeder 
14 Wall Street, New York 15 


BristoLt-Myers Co. 
Att. O. T. Alexanderson, Tax Mgr. 
630 Fifth Avenue, New York 20 


CONTINENTAL BAKING COMPANY 
Att. Edward J. Link, Att’y. 
630 Fifth Avenue, New York 20 


Esso STANDARD O1L COMPANY 
Att. F. P. Hagaman, Exec. Ass’t 
15-Sist Street, New York 19 


Cont 


GENERAL Foops Corp. 
Att. Frank M. Lynch, Mgr. Tax Div 
250 Park Avenue, New York 17 


Mr. Don W. Huser, Treasurer 
Cowles Magazines, Inc. 
488 Madison Avenue, New York 22 


JOHNS-MANVILLE CORPORATION 
Att. H. J. Brundage, Tax Rep 
22 East 40th Street, New York 16 


Mr. James R. Kerry 
99 Forest Road, Staten Island 4 


S. H. Kress & Co., Att. D. C. Wells, Controller 
114 Fifth Avenue, New York 11 


Mr. Cepric A, Mayor 
c/o The Lehigh Valley Railroad 
143 Liberty Street, New York 
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MANUPACTURERS Trust COMPANY 
Att. Edmund Leone, Comptroller 
55 Broad Street, New York 15 


Mr. Brian T. Moran, Jr., Ass’t. Sec’y. 
Manufacturers Trust Company 


55 Broad Street, New York 15 


Murray MANUFACTURING Corp. 
Att. Paul B. Murray, Treas. 
120 Atlantic Avenue, Brooklyn 16 


MUTUAL BROADCASTING SystTEM, IN« 
Att. George R. Ruppel, Cont. 
1440 Broadway, New York 18 


Mr. Russert E, Newkirk 
Newkirk Associates, Inc. 

P. O. Box 4105, Albany 4 
Pace COL_ece Liprary 
41 Park Row 

New York 38, N. Y. 
P, Lorittarp Company 


Att. Anthony H. Henelt, Tax Manager 
119 W. 40th Street, New York 18 


Mr. Ira J. PALestin, Commissioner 
Department of Taxation & Finance 


State Office Building, Albany 1 


Cnuas, Prizex & Co., INC, 
Att. Louis M. Timblin, Treas. 
11 Bartlett Street, Brooklyn 6 


Puitie Morais & Co., Lrp., Inc. 
Att. L. C. Metzger, Tax Manager 
100 Park Avenue, New York 17 
T. C. Plowben-Warpiaw 
Attorney & Counselor at Law 


176 Washington Avenue, Albany 


Prentice-HAu, Inc. 
Att. John G. Powers, President 
70 Fifth Avenue, New York 11 
Mr. THomas R, RICHMOND 
General Telephone Corporation 
260 Madison Ave., New York 16, N. Y 


Roya McBee Corporation 


Att. H. C. Sweeney, Manager, Tax Department 
2 Park Avenue, New York 16 


SINGER MANUFACTURING Co. 


Att. Arthur B. West, Ass’t. Treasurer 
149 Broadway, New York 6 


NATIONAL TAX JOURNAL 


{Vor. VIII 


STANDARD-VACUUM OIL Co. 


Att. Joseph R. Dunn, Chief Tax Accountant 
26 Broadway, New York 4 


Srate OF New York, Department of Taxation & 
Finance Truck Mileage Tax Bureau 


1893 N. Broadway, Albany 
Mr. E. W. Stewart, Tax Manager 
J. J. Newberry Co. 
245 Fifth Avenue, New York 16 
Tampax, INc. 
Att. T. F. Casey, Exec. Vice President 
Chrysler Building, East, New York 17 
Texas GuLF SULPHUR Co. 
Att. Edward C. Meagher 
75 East 45th Street, New York 


Trans Worip AIRLINes, INC. 
Att. William H. Phipps, Jr. 
38 Madison Avenue, New York 


UNION Carsipe & CARBON CORPORATION 


Att. John J. Dalton, Supervisor, State Tax Section 
30 E. 42nd Street, New York 17 


Mr. Ina T. Wenpver, Lord, Day & Lord 
25 Broadway, New York 4 


NORTH CAROLINA 


Mr. W. S. Grant, Ass’t Comptroller 


R. J. Reynolds Tobacco Company 
Winston-Salem 


OHIO 
Tue A & P Tea Company 


Att. Walter W. Ward, Auditor, 926 Atlas Bldg. 
8 E. Long Street, Columbus 15 


Mr. JoHn J. Canney, Cuyahoga County Auditor 
Lakeside Avenue Courthouse, Room 154 
Cleveland 13 


CLEVELAND-CLIFFs IRON COMPANY 
Att. H. S. Harrison, Vice Pres. 


Union Commerce Bldg., Cleveland 14 
Erte RAtmRoAp COMPANY 
Att. David A. Lerch, Gen. Lnd. & Tax Agt. 
Midland Bldg., Cleveland 
Goopyeak Tire AND Rupper Co. 
Att. R. H. Miner, Mgr. Tax & Ins. Dept. 
1144 E. Market Street, Akron 16 


Mr. H. Jorpan, Tax Division 
The Goodyear Tire & Rubber Co. 
1144 E. Market Street, Akron 








No. 4] 


THe Onto Om Company 
Att. George D. Brabson, Tax Att’y. 
536 S. Main Street, Findlay 1 


On1o Power Co. 
Att. Albert Kaiser, Tax Agent 
21 S. First Street, Newark 


Onto State UNIVERSITY 
Law Library, Columbus 10 


OwENS-CORNING FIBERGLAS Corp. 
Att. A. C. Freligh, CPA 
Nicholas Bldg., Toledo 1 


OweENs-ILLINoIis GLAss COMPANY 
Att. A. R. Brewer, Prop. Tax Mar. 
Toledo 1 


PENNSYLVANIA 


Mr. WittiaM H. Brown, Jr. 
Department of Economics 
Swarthmore College, Swarthmore 


Mr. E. H. Furstenau, Tax Acc’t. 
Robertshaw-Fulton Controls Co. 
110 East Otterman Street, Greensburg 


WeEsTINGHOUSE ELECTRIC Corp, 
P. O. Box 146, Pittsburgh 30 


Texas 


Mr. Anpby B. Capers, Texas Educational Service 
$03 Hurstview Drive, Hurst 


Mr. James T. Cox, Treasury Department 
Schlumberger Well Surveying Corp. 
P. O. Box 2175, Houston 1 


Mr. Fetrx HonNNOLL, Tax Comm. 
Missouri-Kansas & Texas Ry. 
M. K. & T. Building, Dallas 


Mary Cours Burnetr Lrprary 
Texas Christian University, Forth Worth 9 


SOUTHERN Metnopist Universiry, Law Library 
Storey Hall, Dallas 


Sun Om Company, Att. John P. Morgan, Tax 
Commissioner, P. O. Box 2880, Dallas 1 


Texas TECHNOLOGICAL COLLEGE 


Library, Lubbock 


UT/ 4 


Mr. Davin B. BaRLow, Ass’t Sec’y-Treas. 
Salt Lake Pipe Line Company 
Box 117, Salt Lake City 


NOTES 


Uran State Tax ComMMISSION 
Att. Allen J. Lipman, Salt Lake City 


VIRGINIA 


Mr. Mortimer M. Captin, Professor of Law 
University of Virginia, Law School 
Charlottesville, Virginia 


Mr. ArBert F. Moe 
4729 N. Washington Blvd., Arlington 5 


UNIVERSITY OF VIRGINIA 
Law Library, Clark Hall, 
Charlottesville, Virginia 


WISCONSIN 
Mr. Davin Cantey, Research Director 


Wisconsin State Chamber of Commerce, Madison 


Mr. WaYtanp D. GARDNER 
321 N. Allen Street, Madison § 


ARGENTINA 


Dr. Carros M. GruLtiant FONROUGE 
Viamonte 1342, Buenos Aires 


BRAZIL 


CaMarA Dos Depurapos 
Att. Director da Bibliotica 
Rio de Janeiro 


CANADA 


Mr. James H. Lowrner, Director 
Public Finance Division 
Dominion Bureau of Statistics, Ottawa 


Mr. Cart H. MoRawertz 
145 Adelaide Street, Toronto 


ENGLAND 


THe Briristte Museum 
Department of Printed Books 
Accessions Department, London, W. C. 1 


ISRAEL 


Tue Economic Researcn INSTITUTE 
The Hebrew University, Jerusalem 


ITALY 
GOTITUTO DI SIRENZE ECONOMICHE 


Universite degli Studi di Milano, Milano 


Istrruto pt FINANZA PUBBLICA 
della Universita di Ferrara, Ferrara 





NATIONAL TAX JOURNAL (Vor. VIII 


JAPAN TURKEY 


Mr. J. SHiozaKt, 2-450 Soshigaya UNIVERSITY OF ISTANBUL 
Setagayaku, Tokyo Faculty of Economics, Beyazit-Istanbul 


PUERTO RICO URUGUAY 


Orrice or THE Secretary, Department of Finance Mr. JUAN CARLOs PEIRANO Facio 
Box 4515, San Juan Zahala 1372, Montevideo 











NATIONAL TAX ASSOCIATION 


Organized 1907 — Incorporated 1930 


OBJECT. The National Tax Association is a non-political, non-sectarian, 
and non-profit-making educational organization. Its object, as stated in its 
certificate of incorporation, is to educate and benefit its members and others by 
promoting the scientific study of taxation and public finance; by encouraging 
research; by collecting, preserving, and diffusing scientific information; by 
organizing conferences; by appointing committees for the investigation of spe- 
cial problems; by formulating and announcing, through the deliberately ex- 
pressed opinion of its conferences, the best informed thought and ripest adminis- 
trative experience available; and by promoting better understanding of the 
common interests of national, state, and local governments in the United 
States and elsewhere, in matters of taxation and public finance and interstate 
and international comity in taxation. 

MEMBERSHIPS. The Association welcomes to its membership, for 
mutual discussion and deliberation, all who may be interested in taxation and 
public finance generally. Annual dues are: memberships for students under 
35 years of age, $5; memberships for government agencies and educational in- 
stitutions and their personnel (provided they receive more than half of their 
income from such employment), $10; a Bow for other individuals and 
organizations, $15; corporate memberships, $100; sustaining memberships, $100 
to $1,000. 


PUBLICATIONS. The Nationat Tax Journat is published quarterly 
in March, June, September, and December. Proceepines of the annual con- 
ferences on taxation which are sponsored by the Association are published soon 
after the meetings. The JouRNAL and the PRocEEDINGS are sent to members 
without charge. To non-members the price of the JouRNAL is $5.00 per year, 
single numbers, $1.50. The prices of the PRocEEDINGs vary; that of the 1955 
volume is $10.50. 





Applications for membership, orders for publications, and general inquiries 
should be addressed to Ronald B. Welch, Secretary, National Tax Association, 
P.O. Box 1799, Sacramento 8, California. 





Wim F. Conne.ry, J. William Hope & Co., Bridgeport, President 
J. L. ReurnHea, Southwestern Bell Telephone Co., Vice President 
Ronatp B, Weicn, State Board of Equalization, California, Secretary 

E. L. Baicxnouse, Guaranty Trust Company of New York, Treasurer 


EXECUTIVE COMMITTEE 
The above officers ex-officio, the two ex-presidents who have last held office, 
twelve elected members, and two honorary members 


Elected Members Ex-Presidents 


H. Kennetn A.zen, University of Illinois Joun L. CONNOLLY, Minnesota Mining & Manu- 
Stan.ey J. Bowens, Ohio Tax Commissioner facturing Co., St. Paul 
J. Kerrm Burtrers, Harvard Graduate School of Rosear S$. F “3 Universi re 
Business Administration T S$. For, University of Michigan 
Lawton B. CHanpiua, New Hampshire Tax 
Commission 
J. D. Dunn, Oklahoma Tax Commission 
E. M. —— Westinghouse Electric Corp., Pitts- 
burg 
Aran L. Goanicn, Ford Motor Co., Dearborn 
Hanoip M. Groves, ty rae Wisconsin 
Wmuam G. HeEazer, Kentucky Department of 
nt Honorary Members 
Josepn S. Mantet, McKesson & Robbins, Inc., A. Kewnern Eaton, Department of Finance, Do- 
New York, N. Y. minion vf Canada 
Joun P. Morcan, Sun Oil Co., Dallas 
A. G. Quanemaa, City Bank Farmers Trust Co, P'”° T- Ctaax, Comptroller of Revenue, Prov- 
New York ue of Ontario 





